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ABSTRACT 


The NATIONAL ENERGY PROGRAM: A CASE STUDY OF STATE ENERGY 
POLICY is an analysis of the energy policy released by the 
federal government on October 28, 1980. In particular, the 
thesis examines two questions: 1) what factors (political, 
economic, and international) Jed to the formation of the 
NEP; and 2) what did this policy reflect about state action 
towards the energy sector in a capitalist society? 

The thesis argues that although there is some autonomy 
in state action, on the whole the NEP reflects a state 
working primarily in the interests of private capital, and 
to maintain the capitalist relations of production. Autonomy 
of state action is evident primarily in the fact that a 
number of elements of the NEP work against certain fractions 
Of Capital (particularly foreign’ 011° companies) and in 
favour of the federal state itself. 

The thesis also examines the NEP in an_ historical 
context. This was done in order to demonstrate that 
Significant elements of continuity exist with past energy 
policy as it developed throughout the 1970s. In particular, 
although the NEP reflects a state intent upon pursuing a 
form of economic nationalism, the NEP contains more elements 


of continuity than change with past energy policy. 
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I. The State in Contemporary Capitalism-- A Theoretical 
Overview 

INTRODUCTION 

The National Energy Program which was released by the 
Canadian government in October 1980 was the third energy 
policy released by a Liberal government in the last decade. 
However, unlike the earlier programs'!, the NEP has’- raised 
unprecedented hostility from private capital, both domestic 
and foreign, the Alberta government, and the United States 
government. In the ensuing twenty-two months there have been 
a number of changes made to the program (the most important 
being the new pricing agreements reached with the Alberta, 
British Columbia and Saskatchewan governments in the fall of 
1981); however on the whole the basic thrust of the program 
has not been substantially altered. There are many questions 
which must be raised when analyzing the NEP. The most 
obvious are: why was the NEP established and who does _ it 
benefit and who does it harm? Other more general questions 
which also must be considered are: what is the state's 
relationship to private capital (both oi] and non-oil) and 
how has this influenced energy policy? Does the state act 
simply as the “executive committee of the bourgeoisie” (as 
some have asserted), or does it retain some degree of 
necessary autonomy in its policy behaviour? Finally, what 


part does the political play in influencing state policy? 


1 An Energy Policy for Canada (1973), and An Energy Strategy 
for Canada (1976) 


pices oi sothtinw vena 
oi Nai 0 epee: steving, he ls two etree ef | 
aatate beri. ads bos Semin aD aftadta ont ,agtetot ban 
ean week aan shine cw: id givens ald themrsvop 7. 
tnesademt Yeon at) mago7g ert ‘Sk bsp sourtane: to-socim a 
)stradts ans fdbiw Geress4 ei neineanaes ‘Brest gq wert ort] enter + _ 
¥e Pieh ont rt etramniavog. nawarin topeee bing nbeieuton detriang 7 
masgong sft Fo 1epads siesd-att storw-ens cc -yevaworh' 5 (TACT 
er! }esup ram ans see Hepat ts’ viet tnetage need ton aed 
AzonstT TM eld gnisyisns fae desks ad teum aot 
th agp Gri “bos patter tetas 930 cl). vine oa, Jean ead a 
anita hanereg sven 4a Doteles 2906 ort. nee, ae 

a ortd et. 18eW, (546 Eta oq eum cele. ctatee 
tit (tec-tgn tie: a-aiod ted naive Aq Gi oinerol 16ton 
pirat ‘9800 Tyo! '0q) ye %BHe sbsoneU! Yn? etrit zen 
. ork Fo ean tionne, euitugens" art es 
. poe a eek! no . (bedqwaen overt 
Be ua: Yat darane nt ymAnotua yr 
a Aniysiatae ast 0 act} asa" 


Bird 


All of these questions will be assessed in the following 
chapters. 2 

In developing a theoretical framework for this thesis 
the liberal-pluralist conception of the state has’ been 
rejected. This type of analysis portrays the state as a 
neutral entity, somehow standing apart from society, 
mediating the interaction between conflicting groups, and 
only intervening to ensure that one particular group or 
organization does not become dominant. This type of analysis 
has been rejected for two reasons. First, it is very 
unlikely that a neutral state can be found in any society, 
anGmbtimtSucerlatilyanots to be Sround™ in! Canadianwesociety: 
Indeed, the Canadian state has a long history of working 
precisely in the interests of certain fractions of Canadian 
capital. This can be observed as far back as the late 19th 
Century in the aftermath of Macdonald's National Policy 
(1879) where the primary beneficiary was the CPR, and as 
recently as the National Energy Program (NEP) where it is 
argued that the major winner again is_ large Canadian 
capital. In both instances (as well as numerous others), the 
state is anything but a neutral entity. Although it does not 
necessarily work at the behest of Gapitanl, Me is 
nevertheless true that it does operate in the interests of 
Drivatercapita ly and towards the vendors fostering »s Capital 
accumulation. Leo Panitch writes that, 


2 This thesis covers the period which ends with the signing 
of the September 1, 1981 energy agreement between the 
federal government and the Government of Alberta. 
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State ownership of railroads and public utilities 

and state construction and operation of airports 

were never undertaken as ends in themselves with the 

aim of managing or controlling the economy, but 

always with a view to facilitating further capital 

accumulation in the private sphere to the end of 

economic growth. 3 
The second reason why pluralist analysis is rejected is 
because, on a theoretical level, such a _ conception of 
society. isssupenfhiciaimilltmassumes Sthat Sahloeisabfaire® and 
equal in society, and that all interests have the same 
opportunity to organize and compete on an equal _ footing. 
Clearly, society does not allow all interests to organize, 
much less to organize with equal resources and opportunity. 

Having rejected the liberal-pluralist conception of the 
state as inadequate one might then turn to the "Marxist" 
school of thought on the state. However, there are also 
problems with this type of analysis (although less_ serious 
than those found in pluralism). Of utmost concern is the 
fact that Marxist analysis of the state in profitable 
sectors of the economy (of which the Canadian energy sector 
is certainly one) in advanced capitalist society has 
traditionally been weak. This may be attributed to two 
faClLONSmaaihs Gait has been :commongror mMarxist® writers sto 
focus their attention on state intervention to rescue 
unprofitable private enterprises such as coal or gas, 


industries which provided inputs critical to sustaining the 


overalilevitalnty of capitalism ssuchr intervention ® has! been 


3 L. Panitch "The Role and Nature of the Canadian State" in 
L. Panitch (ed.) The Canadian State University of Toronto 
Press Toronto 1977 p. 14. 
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labelled by Petter Nore as "defensive nationalization". He 
writes that, 

One further way for the state to support the private 

sector is to provide cheap inputs like gas, coal, 

electricity to the production process. Historically 

these industries often became unprofitable to their 

private owners. This forced the state to intervene 

(almost invariably in the form of nationalisation) 

to ensure that such basic inputs were available at 

all. Such intervention by the state can be labelled 

‘defensive nationalisations’ .4 
However the Canadian oil and gas sector, at least since 
1947, and certainly since 1973, has been one of the 
strongest sectors of the economy. Hence, on the whole this 
type of analysis ("defensive nationalization") cannot be 
used to explain the Canadian state’s actions in the oi! and 
gas sector.® 

The second reason why contemporary Marxist writers have 
failed adequately to analyze the _ state operating in 
profitable sectors of the economy is due to _ their 
determination to portray society as dominated by an economic 
elite and the state in that society as a monolithic entity 
which operates with essentially no autonomy, acting solely 
at the behest of monopoly capital. This thesis attained 
wide-spread acceptance within Marxist writing in the 1930s 
and 1960s, as the theory of state monopoly capitalism 
emerged. As outlined by a prominent Soviet  theoretician, 


4 PraiNores EConomicssAns Anti -lexieMacMindans 19%/0, psea2 02 

5 However, there is one instance where this analysis might 
be@dboropriate, ihnis was in 197oewhen thesFederals Alberta 
and Ontario governments were forced to take a substantial 
interest in the Syncrude oil sands project in order to 
prevent its collapse. However, thus far this has been an 
isolated incident. 
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Victor Cheprakov, in State Monopoly Capitalism, this theory 
of the state in the period of state monopoly capitalism, 
sees a ‘fusion" between monopoly capital and the state. ® 
Cheprakov writes that, 

State monopoly capitalism is imperialist capitalism 

in the epoch of its general crisis and collapse, 

when the fusion of the monopolies and the state has 

become necessary for the extended reproduction of 

monopoly capital and hence for the achievement of 

new monopoly surplus-profits.’” 
This thesis falsely portrays the state as the instrument of 
the ruling class, and suggests that monopoly capital is the 
Mv elOnindatimihoeu OneOl@CdD lid mm uml SesironicelLnat such saa 
thesis can, and has, been traced directly to the writing of 
Karl Marx. Although Marx wrote extensively on capitalism, 
one major weakness in his writing lies precisely in the fact 
that he never developed a systematic analysis of the 
capitalist state. His attention was focused briefly on this 
CLucial menSteTeULTON ein particu lanemtexts = se however it as 
nevertheless true that he never completed ae systematic 
analysis of the state in capitalist society. Hence, to base 
one’s analysis of the state in 20th Century capitalism on a 
few isolated passages on the state made by Marx, often in a 
deliberately polemical manner-- for example those found in 
the Manifesto-- would be unwise. Nevertheless it has been 


6 For a good critical discussion of three variants (Soviet, 
German and French) of state monopoly capitalism, see Ernest 
Mandel, Late Capitalism, Verso Edition London 1978 pp. 

bao o2UF 
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® for example, the Manifesto of the Communist Party (1848), 
The Eighteenth Brumaire (1852), The Civil War in France 
(1871), and The German Ideology (1852). 
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done repeatedly. The most famous passage cited from Marx in 
support of a crude and simplistic analysis of the state 
acting at the behest of the dominant economic class(es) is 
found in the Manifesto of the Communist Party where’ he 
states that: ‘The executive of the modern State is but a 
committee for managing the common affairs of the whole 
bourgeoisie."% This type of analysis has been employed by 
many "Marxist" writers in recent times; one of the most 
notable in the Canadian context is Wallace Clement. In the 
The Canadian Corporate Elite he writes that, "Because the 
economic sphere is accorded such an important place in 
modern industrial societies, it is able to determine in 


large part government goals and policy.*'® Furthermore, he 


writes that due to the strength of this ‘economic’ sphere" 
the state is unable to pursue "national goals". Thus he 
writes that, 


working within the framework of the assumptions of 
corporate capitalism and in the economic environment 
Cranthli ti nauional, COnDOhd tl lOnSye tne Stdlemi Ss nol tna 
position to establish national goals and insure that 
they will be followed. Indeed, it appears that the 
alliance between government and business is not an 
alliance of equals but one dominated by _ the 
interests of corporate capitalism. '' 


Even more common amongst state monopoly capitalist 
theorists is to appeal to Lenin to legitimize their writings 


Onethekecap peas tmota ter eA though heanevem )ictearmlypedet ined 
8 K. Marx Manifesto of the Communist Party in R. Tucker 
(ed.) The Marx-Engels Reader second edition W.W. Norton and 
Comer (Sep aes 

10 W. Clement The Canadian Corporate Elite McClelland and 
Stewart 1975 p. 352 

11 W. Clement IBID p. 350 
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what he meant by state monopoly capitalism, one of the few 
brief explanations he gives of the state operating in this 
phase of capitalism can be found in the Preface_to the first 
edition of his most famous work on the state, The State and 
Revolution. Here Lenin writes that, 
The imperialist war has immensely accelerated and 
intensified the process of transformation of 
monopoly capitalism. The monstrous oppression of the 
working people by the state, which is merging more 
and more with the al1-power ful capitalist 
associations, is becoming increasingly monstrous. !? 
Of course, the transformation to which he refers is that of 
capitalism into state monopoly capitalism. 

There are serious problems with the thesis of state 
monopoly capitalism. First, as mentioned above, state 
monopoly capitalism suggests that monopoly capital is the 
only interest for which the state works. Certainly in_ the 
Canadian economy this portrayal of state action is 
inaccurate. fen Gaeta. crown corporations exist which 
provide credit to small and medium-sized businesses (the 
Federal Business Development Bank), or give’ loans to 
individuals for the purchase of housing (the Central 
Mortgage and Housing Corporation). Second, state monopoly 
capitalism outlines much too close a relationship between 


private capital and the state. This is particularly’ true 


with Cheprakov who argues that "nationalized corporations 


12 V, Lenin Preface to the First Edition of The State and 
Revolution; in R.C. Tucker (ed.) The Lenin Anthology W.W. 
Nortonmamdacoss iInese9/5 p. 311. 
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are run by representatives of monopoly capital."'3 Finally, 
this thesis has little relevance in explaining state action 
in the Canadian oil and gas sector, and more specifically in 
explaining the NEP. State monopoly capitalism argues’ that 
the state usually enters’ sectors with low profitability. 
However, direct intervention of the state in the oil and gas 
sector (through Petro-Canada) contradicts this argument as 
this sector was the most profitable sector of the economy 
throughout the 1970s.'4 Hence, for all of these reasons’ the 
state monopoly capitalist thesis of the state has been 
rejected as explaining the formation of the NEP. 

The findings and analysis conducted in the following 
pages will contradict the reductionist type of analysis 
employed by Clement. Although "Marxist" methods of analysis 
will be employed, these will demonstrate a state actahg ined 
somewhat different manner from that portrayed by Clement (or 
the Marx of 1848). While the following analysis argues’ that 
the state does ultimately act in the interests of 
maintaining and strengthening the Capit Calla Sit economic 
system, it is also argued that the state does this with much 
more (necessary) autonomy than that attributed to it by 
writers such as Clement. However, before establishing the 


theoretical framework of this thesis, it is first necessary 


13 V, Cheprakov Le Capitalisme Monopoliste d’Etat Editions 
du Progres Moscow 1969; cited in J. Niosi Canadian 
Capitalism James Lorimer and Company 1981 p. 73. 

14 More will be said about state involvement in profitable 
sectors of the economy below in the discussion of the state 
as a capitalist thesis. 
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briefly to introduce the NEP and outline its major 


objectives. 


THE NEP-- A BRIEF INTRODUCTION 

The NEP, which was released in the fall of 1980, has 
proven to be a highly controversial program, to say the 
least. It has been attacked from all sides-- by foreign and 
Canadian oi1 capital, the Alberta and U.S. governments, and 
the federal opposition. '5 Why has this program raised such 
an unprecedented furore? This question (and others) will be 
assessed in Chapters 3 and 4. At this point, it is necessary 
briefly to introduce the major features of the NEP. 

There are three major aims of the NEP. Tega are: 1) 
the Canadianization of the-yolile tandtegasatsecton; 2) 
establishing a pricing and revenue-sharing regime that is 
fair to all Canadians; and 3) improving the security of oil 
supplies and ultimately achieving independence from _ the 
wormiduat bemanket s 1° 

ty. 1s0ethem farstmobjective, Canadianizaiviong whichais 
the heart of the NEP; and although the other objectives are 
important, in this thesis emphasis has been placed upon the 
Canadianization aspects of the NEP. Canadianization of the 
oil and gas sector is to be achieved in two basic ways: 1) 
through direct state action; and 2) indirect methods using 


15 Qne notable exception to this barrage of hositility has 
been the large Canadian 011 companies, firms such as Nova 

and Dome Petroleum. Of course it is precisely these firms 

that stand to gain the most from the program. 

16 EMR NEP (1980) p. 2. 
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cash incentive grants. The major state instrument to be used 
in Canadianization is the state oil company-- Petro-Canada. 
Provisions are made in the NEP for Petro-Canada to take over 
a major foreign-owned oi] company.'”’ The major’ indirect 
me thod which the state. has designed to increase 
Canadianization is through a new system of exploration and 
development incentives-- the Petroleum Incentives Program 
(PIP). These cash grants are heavily weighted towards 
companies with at least 50% Canadian ownership and control 
and which operate on the frontier. The objective of 
increasing Canadian ownership in the oil and gas sector is 
also promoted through the new frontier lands’ legislation 
Knownmease Ball BC=48e them Canadasl07 1 -*andeGas Act) i 1his 
legislation ensures that a company must attain at least 50% 
Canadian ownership and eon colmberare production can begin 
on the frontier. 
The objective of establishing a fair pricing and 
revenue-sharing regime was also an important component of 
| the NEP. Of course, the original pricing schedule, set out 
in the NEP has now been superceded with the signing of the 
energy agreements between Ottawa and British Columbia, 
Alberta and Saskatchewan in the fall of 1981. Of major 
importance to the federal government in achieving this 


objective was to increase substantially their total revenue 


'7 This objective was achieved shortly after the release of 
the NEP, with Petro-Canada’s takeover of Petrofina 
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from the oi] and gas sector.'8 

The final major objective of the NEP is to improve 
Canada SmSeCcuUrilyeoreol 1 Msuppilivaeiihie! itselitoe ehbeltvachieved 
through a number of means: increasing Canadian ownership and 
control of the oil and gas sector; greater federal control 
over the energy sector; and through a continuation of the 
off-oil policy contained in earlier energy policies. 

Having briefly introduced the NEP and outlined its 
major objectives, the theoretical framework used in this 
thesis (that of relative autonomy) will now be developed. It 
Isatethis’ sconcept wofw the statesewhich?! wi | leobe app lied 
throughout the thesis to broadly explain the NEP. 
POULANTZAS@ANDiG@MILIBANDa? ONSSTHES” STATE-=teiTHEt® CONCEPT ta OF 
RELATIVE AUTONOMY 

In arguing against some of the cruder, reductionist 
Marxist portrayals of the capitalist state, Poulantzas goes 
so far as to argue that Marx’s conception of the state was 
one that was a relatively autonomous entity. He writes that, 

Marx and Engels systematically conceive Bonapartism 
fotinsimplyasast areconcrete Vronm of thescapitaiist 


state, but as a constitutive theoretical 


characteristic of the very type of capitalist state. 
ue 


PRA DOUGG MBE hil SameASSeO G1 OnlrelS sumed uel CmmVCIY ganleas lemn i Qn hy 
debatable, the concept of ‘relative autonomy’ does have 


considerable relevance when attempting to understand state 
18 Of course, their success in this endeavour has been 
substantially thwarted by the recent decline and 
Siabual zat iongofewomldsoile pri cesr 

18 N, Poulantzas Political Power and Social Classes Verso 
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activity in the Canadian oil and gas sector. But what does 
relative autonomy mean? First, it means that the state is 
hetesas ymonolithics entity, ‘capable of being captured by a 
dominant economic class. Secondly, it asserts that the state 
does work (if only, at times, in the long-run) to reinforce 
capitalijs ter rebatnonst of) tproductions2°s7Parallel to this 
reasoning runs the assumption that society is composed of a 
number of economic (and other non-economic) interests, whose 
objectives do not always coincide. Hence, all cannot be 
satisfied simultaneously. What this means in terms of the 
state issethat ead thougheeity consistentivemworksi line ihe 
long-term interests of capitalism, it may be necessary for 
it, on occasion to work against the interests of certain 
(often powerful) fractions of capital. Poulantzas explains 
this as being due to the _ state’s political function 
vis-a-vis the various classes in a capitalist society. 
That dan Ghat Sapodimbica lSfunction the capitalist 
state comes to rely on dominated classes and 
sometimes to play them off against the dominant 
classes. It does this by concretely realizing’ the 
relative autonomy whi Che) ti iiasnyeViisgas vis eithe 
dominant classes inscribed within its institutions: 
this autonomy allows it to remain in constant liason 
with their political interests.2! 
Although this explanation is typically structuralist in 
nature, and as such fails to explain exactly how the state 
acts in this manner, it nevertheless illustrates Poulantzas’ 
conception of the capitalist state as relatively autonomous. 


20 Whether or not it can be used to usher in a socialist 
society is another question and one which is quite 
irrelevant to the topic at hand. 

21 N. Poulantzas op cit p. 286 
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Basically, this argument is premised on the fact that the 
dominant economic fractions are unable to assert political 
hegemony. As Poulantzas explains, 

Left to themselves the classes and fractions at the 

level of political domination are not only exhausted 

bDy¥Minternali comet lictsMebut, imorem@eof tenméthan tinct, 

founder in contradictions which make them incapable 

of governing politically. 2? 
Hence no single fraction of capital is capable of capturing 
and directly controlling the state. Yet the state does 
operate in the long-term interests of the dominant 
Lhaettion (sywoke capital, “andtin’ géneraltzok “capitabismn by 
granting sacrifices necessary for long-term stability and 
prosperity. As Poulantzas argues, 

The state may, for example, present itself as the 

Dolitacalequabantor of Bihe Winterestss of avamious 

classes and fractions of the power bloc against the 

interests of the hegemonic class or fraction, and it 

may sometimes play off those classes and fractions 

against the latter. But it does this in its function 

of political organizer of the hegemonic class or 

fraction and forces it to admit the sacrifices 

necessary for its hegemony. 23 

Although Miliband would agree with the assertion that 

it is through the state’s partial autonomy from the dominant 
economic class(es) that it is better able to work for the 
long-term interests of capitalism, there are some 
differences in the method through which Miliband and 
Poulantzas arrive at their respective conceptions OF 


relative autonomy. Polilantzas} Tfor*instance, «bel teves *that 


the state does not contain any "independent" power’ which 
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gives it some degree of autonomy. Rather, 
the relative autonomy of the capitalist State stems 
precisely from the contradictory relations of power 
between the different social classes. That it is, in 
the final analysis, a ‘resultant’ of the relations 
oli power between classes within a capitalist 
formation-- it being perfectly clear’ that the 
capitalist State has its own institutional 
specificity (separation of the political and _ the 
economic) which renders it irreducible to an 
immediate and direct expression of _ the Se plesk 
‘economic-corporate’ interests (Gramsci) of this or 
that class or fraction of the power bloc, and_ that 
it must represent the political unity of this bloc 
under the hegemony of a class or fraction of a 
Gass: 4 
It would appear from this that Poulantzas’ conception of 
relative autonomy contains certain features common to the 
pDiuUraiws teconception« che ythevestate; waothtiiiseeathesns. of 
various interests combatting each other’ and the neutral 
state standing above and apart from the entire process. Of 
course Poulantzas would never’ suggest that the state is 
neutral; nevertheless his conception of the state does have 
some common features with the pluralist conception. 

Capisein the highly structunal) nature sof, his workesthat 
Poulantzas’s writing on the state differs most profoundly 
from that of Miliband. Poulantzas spends relatively little 
time empirically demonstrating the state working in a 
relatively autonomous manner. Rather, he merely states’ that 
LhesmGapaudibic Lamokd tey ae IDYS wWhsW EVenyanaLunerersege! atively 
AutoneMoCuUS andethatetinhass thise@oaghicudar charachenystic 


24 N. Poulantzas "The Capitalist State: A Reply to Miliband 
and Laclau" in New Left Review 95 January-February 1976 p. 
13 
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“inscribed within its institutions."25 In objecting to the 
overly structuralist nature of Poulantzas’ work, (a charge 
which Poulantzas denies2®), it is apparent that Miliband’s 
conception of relative autonomy is established in a manner 
different from that of Poulantzas. Miliband spends aé_ great 
deal of time attempting empirically to demonstrate the 
relative autonomy of the. state. He has extensively 
researched British, American and other Western democracies’ 
poladicale institutions and*has “found “thats. ‘for*e:thelamost 
part, business leaders do not dominate the state elite: 


Notwithstanding the substantial participation of 
businessmen in the business of the state, it is 
however true that they have never constituted, and 
do not constitute now, more than a relatively smal] 
minority of the state elite as a whole. It is in 
this sense that the economic elites of advanced 
capitalist countries are not, properly speaking, a 
‘governing’ class, comparable to pre-industrial, 
aristocratic and landowning classes. ?’ 


Furthermore, he has also found that the state does not 
always work in the interests of the dominant ecomomic 


ciass(es)* 


the dominant economic’ interests in capitalist 
society can normally count on the active good-wil] 
and support of those in whose hands state power 
lies. This is an enormous advantage. But these 
interests cannot, all the same, rely on governments 
and their advisers to act in perfect congruity with 
their purposes. As was noted earlier, governments 
may wish to pursue certain policies which they deem 
altogether beneficial to capitalist enterprise but 
which powerful economic interests may, for their 
pant,  @ikandmaprofoundily® obyecaionab le; or these 


25 N. Poulantzas Political Power and Social Classes Verso 


EGi.1 one SVS4p. p266n . 
26 N. Poulantzas New Left Review op. cit. | 
27 R. Miliband The State in Capitalist Society Quartet Books 


1973 p. 55. 
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16 
governments may be subjected to strong pressure from 
other classes which they cannot altogether ignore. 2& 

Thus, although Miliband and Poulantzas arrive at their 
conclusions through quite different methods, they both view 
the capitalist state as relatively autonomous. 

One of Miliband’s most useful contributions to the 
debate on the state is his definition of just what exactly 
comprises’ thati@instatobionforForreMilibands theorstate is 
composed of a number of institutions: government, the 
bureaucracy, the military, the judiciary, representative 
assemblies, and sub-central levels of government (i.e. 
provincial legislatures including provincial Civil 
servants). As Panitch has pointed out, this definition is 
eee important for what it leaves out: political parties, 
pressure groups, and the privately owned media.?% There is 
little doubt that the latter organizations exert an 
important influence on the political system and by defining 
them as outside the realm of the state this means. that 
"within the rubric of bourgeois democracy, as opposed to 
Fascism asCcrassucont ici does obtainspol7 ticalmand industria: 
expression through the voluntary organizations of the 
working class."3° Recognition of this point is important for 
this thesis as it allows one to conceive of the state as 
being able to operate in the interests of others than the 
dominant fraction of the bourgeoisie. 


Se PeeNitabandeeh Dep. 1350. 

29 L, Panitch "The Role and Nature of the Canadian State" in 
L. Panitch (ed.) The Canadian State Toronto University of 
borontotRressrde/7ep. 6s 
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As with Poulantzas, Miliband also stresses the 
separation between state and economy (or economic classes) 
in contemporary capitalist societies, noting that his 
empirical studies have demonstrated that the capitalist 
class is generally separate from the state.3'! Miliband 
argues that, 

one of the main reasons for stressing the importance 

of the notion of the relative autonomy of the state 

TSethatetherewmisea ebasic distinction. to. be = made 

between class power and state power, 22 
Furthermore, Miliband, again like Poulantzas, does not see 
class, either the bourgeoisie or the proletariat, as 
homogeneous entities. For instance, within capital there is 
commercial, financial and industrial capital. And even these 
categories can be further divided-- for example, industrial 
capital can be further divided into manufacturing capital 
and primary producers. Due to the presence of numerous class 
fractions with their often different and even conflicting 
interests, the state must mediate between them to maintain 
order. To do this the state must have some degree of 
autonomy from any ‘ruling class". Thus it is because the 
bourgeoisies1s not. a “monolithicwrentaty Sthat 910) scannot 
direculivesuse pathe tastateltospursue Gis timteres tsiryhence the 
state, for Miliband, as for Poulantzas, has some degree of 
relative autonomy, this being necessary so that the state 
can function in the interests of capitalism as a whole and 


JteReeMilabandemhe State in Capiftalist Society 1969%pF 51. 
32 cited in Leo Panitch "The Role and Nature of the Canadian 
State" in L. Panitch (ed.) The Canadian State Toronto 

Uni Versitykotmioromto Press 197/ pss: 
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not just one particular class interest. In explaining this, 


Miliband writes that, 


while the state does act, in Marxist terms, on 
behalf ot @therAvruling’c lasshemit cdoesanottforuthe 
most part act at its behest. The state is indeed a 
class state, the state of the ‘ruling class’. But it 
enjoys a high degree of autonomy and independence in 
the manner of its operation as a class state, and 
indeed must have that high degree of autonomy and 
independence if it is to act as a class state. 33 


Miliband also notes that at times the state may be forced to 


work against certain fractions of capital. He writes that 


governments, acting in the name of the state, have 
in fact been compelled over the years to act against 
some property rights, to erode some managerial 
prerogatives, to help redress somewhat the balance 
between capital and labour, between property and 
those who are subject to it.?4 


In fact, working against powerful fractions of capital may 


be necessary to ensure the prosperity of capitalism as 
whole: 


governments may wish to pursue certain policies 
which they deem altogether beneficial to capitalist 
enterprise but which powerful economic’ interests 
may , for their Ddirie find profoundly 
objectionable; 35 


Yet the relatively autonomous nature of the state does 
mean that the state is not a class state. 


the relative independence of the state does not 
redticet@itse class ‘tcharacter ;oFonGthe tcontmarymerts 
relative independence makes it possible for the 
Statemtompiray weit sWocillasstro | Scagingantappnopr iate ly 
flexible manner. If it really was the simple 
mMinstcomentemeohe the’ esrulianghdcilassaengiitywouddgbe 
fata blyeinanibated. in) the performance so fe its m role: 
Its agents absolutely need a measure of freedom in 
deciding how best to serve “the existing social 

33. R. Miliband Marxism and Politics 1977 p. 74 
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order ,°6 
Finally, Miliband also notes that most governments do 

maintain a fundamental belief in the virtues of capitalism. 
He states that governments of advanced capitalist countries, 

have mostly been composed of men who beyond all 

themoantpoli tical, tesocialsusreligqiouss)) cultura lwand 

other differences and diversities, have at least had 

in common a basic and usually explicit belief in the 

validity and virtues of the capitalist system. 37 

Duvall and Freeman also have a convincing thesis on the 

degree of autonomy of state action. Like Poulantzas and 
Miliband, they do not portray the state acting simply at the 
whim of certain dominant class interests. Rather, they 
conceive the state as having a_e significant amount of 
autonomy. Although Duvall and Freeman have made no attempt 
to develop a systematic and rigorous thesis on the autonomy 
of the state, their work does provide a more convincing 
conceptualization of the state. They write that the state 
ise 

both an unconscious product and reflection of social 

structures and _ the resultant Of the goals, 

expectations, and capabilities of the separate 

institutional agencies of the state, as well as 

those of the government. 3° 
Although Duvall and Freeman emphatically portray the state 
as acting in the best interests of capitalism they also 


SUCCECOL SHINE I1mprovVinges Upon! ethesmconceptionsie cigerelative 


autonomy developed by Poulantzas and Miliband by recognizing 


36 R, Miliband Marxism and Politics p. 87 

37 R, Miliband The State in Capitalist Society p. 64-5 

38 R,. Duvall and J. Freeman "The State and Dependent 
Capitalism" in International Studies Quarterly March 1981 
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that there is a degree of independence to state agencies and 
managers as well as incorporating the structural realities 
of state action into their portrayal of the state. 
Recognition of at least some degree (albeit small) of 
independent state action is crucial in explaining why the 
state does act, at times, against certain powerful economic 


interests. 


HES Sir ERASHAS CAPT TARIST 

Another conception of the state which has been 
developed in recent years in an attempt to explain the state 
acting in the profitable sectors, especially the oil and gas 
sector, of the economy is that of the “entrepreneurial 
state" (R. Duvall and J. Freeman, Peter Evans) or the state 
acting a capitalist (Petter Nore). Duvall and Freeman define 
the "entrepreneurial state" by: its direct entry’ into 
productive sectors of the economy (sectors that directly 
produce surplus-value), the fact that it continues to act 
very much like a private capitalist, and that it retains a 
general commitment to capitalism. 

[W]lhat distinguishes state entrepreneurship as a 

currently important phenemenon is the expansion. of 

the state into productive sectors of the economy (as 

distinct from infrastructure provision), the degree 

to which (public) management conforms to standard 

Cdpied iis mperronmances Ch! LElldee dics Uiemm general 

commitment of the state to capitalist development. 

These features-- state ownership of 

noninfrastructure enterprises, the relative 


importance of capitalist performance criteria, and 
the extensive commitment to capitalism-- define the 
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entrepreneurial state. 38 
It is clear from this that for Duvall and Freeman, the 
entrepreneurial state continues to function in the interests 
of capitalism. This is reaffirmed by the fol lowing 
statement: 

the entrepreneurial state is distinguished from. the 

socialist state in that it is guided by capitalist 

ideology and acts in accordance with a capitalist 

model of development. There is a general commitment 

to the private sector to the extent that the private 

functions adequately to promote development. ‘4° 

For Evans, writing about the state in Brazil, this type 

of state action is encouraged by the dominant presence of 
multinational corporations. He states that "the necessity of 
of coping with the multinationals accentuates the 
entrepreneurial side’4' of the state. Certainly the presence 
of a state oil company has improved the bargaining position 
of the Canadian federal state.*? However, if one were to 
BuURSUE =thiseanalysis to its “logical= conclusionie ea te would 
argue that the state will continue to expand its presence in 
the oil and gas sector until it begins to squeeze private 
Gdpindieeeinise 1S) quite sincompatible= witheethe sargument 
presented above that the state is working fundamentally in 
the interests of private capital, as by expanding at the 


expense of private capital the state is not serving 


capital’s interests. 


Re-Duvall-and*v. Freeman IBID p. 105. 
40 R. Duvall and J. Freeman IBID p. 104. 
POIEVanswopreltip. *47 
P. Evans IBID p. 46 
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Petter Nore also assesses the state operating in 
profitable sectors of the economy, although he speaks of it 
in terms of the state acting as a capitalist. Nore’s work 
concerns the oil and gas sector, and for him the idea of oil 
as a strategic commodity is of great significance in 
explaining the recent phenomenon of the state directly 
intervening in the oil and gas sector in many countries 
(producing and consuming alike): 


Because of its central role in the accumulation 
process, the state takes a particular interest in 
strategic commodities. A capitalist state with the 
responsibility of establishing, maintaining and 
reproducing the conditions of capital accumulation 
has little choice but to ensure the security of 
supp ly of such goods. This argument explains, 
especially for oil importing countries, why there 
has been a_e tendency’ towards the establishment of 
state, oi le corporations. +2 


As will be seen below, improving security of supply was 
certainly a major consideration in the decision to create a 
state on company in Canada. But) Canada is) alsovea 
significant (in domestic terms) oi1 producer. How then’ does 
Nore’s thesis deal with producers? He notes that for some 
exporting countries (specifically Norway) the capital cost 
Gfeproductaone1s very high and hence direct, state assistance 
is required. 

To understand the creation of state oi] corporations 

in’ exporting countries, we) must turn to the 

increased socialization of the productive processes 

inethesorlsindustry. Concretely thissmeans that™ the 


necessary capital investment to produce oi] is in 
many icasesrso vast thatenonsinglegruniteéar eprivdate 


43 P. Nore "Oil and the State: A Study of Nationalization in 
the Oil Industry” in P. Nore and T. Turner (eds.) Oil] and 
Class Struggle Zed Press 1980 pp. 82-83. 
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national capital is large enough to under take 
investment on the necessary scale. 44 

Although there is some truth to all of the points 
outlined by the various authors referred to above, on the 
whole the state as a capitalist thesis remains inapplicable 
to the state acting in the Canadian oil and gas sector. 
First, the state capitalist thesis would argue that state 
expansion in the oil and gas_ sector will continue on a 
Significant scale in coming years. It is argued here that 
this is unlikely as this would severely hinder the operation 
of private capital. At the moment representatives of the 
federal state believe private (Canadian) capital should be 
the major instrument used to Canadianize the oil and_ gas 
industry and to propel its future growth.*° Second, if the 
state were acting as a capitalist (i.e. maximizing profits) 
surely it would not be spending 60% of its exploration 
budget on the frontier (as Petro-Canada has done over the 
last six years). Third, one would expect a state capitalist 
(e.g. Petro-Canada) toe! directdy dcontributesy tose the 
accumulation of capital. However, as will be seen in Chapter 
3, to date Petro-Canada has contributed little to the net 
AcCcUILMbcutoMmeotmcdpl tale shoun lhl SeoneswoumlarTexpectmeaae sia te 
Cdapwbalist te engage in nationalization. However , 


Petro-Canada has conducted all its takeovers of private oi] 


SeNores Orieand the State: A study of Nationaiization in 
the Oi] Industry" in P. Nore and 7. Turner(eds) O7] and 
Class Struggle 1980 p. 83 

45 Qf course the state may be forced to intervene further. in 
particular instances (i.e. perhaps to save Alsands) but such 
involvement will be limited. 


.wolope, 2e9 7 fio asibansd: sis nt gyi fox Jsle 
mT) 

4inie. tel? exug7e bruow stesnt tetFaiiuss. ais ta ane 

: _ 

s oo ountinge 1 tw sefcee 0 Ge: Ta athe 476 ee 

tect? s1gf bedo ms =i il .2taey) tgs “i, 2fame sei adel 


obnsen festivity) vionever Biakgw og is «Ff “isan lee ar 


re wae 
err ‘D> 2a FF O73925 VP" ) SareOny =f + hy up 16) eS ofewt ts ar 
i? y = 
1% > ¥ ; 7 7 
af bigots Tadigas ‘naikariso) shexh14 aviriad, stale hast 


7 : | 7 Py 

eno «6bne Tip SR) seraseuA oh Capa sean) ) Sih je ar? 
be 4 4 ve es ~~ a 

sty «6306 okeeeve? ** .Atudng S9etut 27) bego1n. oc). Oe wri evont 
‘(errata ortareragn .5,) F! falteiigss 2 2s.priio6 oiay gisie 
robiestolays 237 he 20a ~potinete . eo) Tor iol ge PT xe us 
© - ee 

eff 96vo snam 260% sbaiso+olo% 26 tise it sah teobud 
bd - é rey 

fafiqso Siete s imecaé. o' wow S110 ‘Bae eiagy 7“ te sf 


wit of  sfudbaircx [ jeea G6 | Vapered-ovte4 . -cgial 
wt OF STudt aie iL yi 084%o of . laonme ree Qe 


miqadt? ni. ndee acd Il tw ‘238 TSvewor feftiogso nob igty £ 


jan anf. of effial ned frien, aut bie 19" tat oe 4k 


stata 8  toagqes olucw aio A ig? -lsilaas to ro) Fa oo 
; 


= some 0! 120! 
_— P zen 
rallied _ abe 


 wavewoH Naptmetenet ten - 
The adel ‘ie sonetenas #14. 


agri 


24 


firms through methods common to the business wor |d-- 
purchasing shares (ownership) on the market. Finally, the 
state acting directly in the oil and gas sector (through 
Petro-Canada) has no intention fundamentally to alter the 
Gapwuaitist @Gelations gof@® production. mihe ustate remains 
committed to the private sector and will continue to rely 
upon it to a significant degree to develop Canadian oi] and 
gas reserves. Hence, for all of these reasons the state as a 
capitalist thesis has been found inadequate for explaining 


state action in the Canadian oil and gas sector. 


CONCLUSION 

The above has attempted to establish the theoretical 
framework for this thesis. Although an examination of _ the 
most recent energy policy is not a broad enough research 
basiseco construct@tan'foriginak: thesiws Pon ethe Sstates tin 
Canadian society, it does allow one to measure state action 
against some of the critical theories developed by recent 
neo-Marxist writers. It will be argued that in a number of 
respects state action in designing the NEP does conform to 
the conception ofOlithe (estate) tactinge@ein® aPerelatively 
autonomous manner. Briefly, this is evident in the fact that 
in a number of critical areas the NEP is directly opposed to 
the interests of foreign-owned 011 capital, while in others 
it clear ly benefits other frachrons@iofwicdp rt ait tain 
particular large Canadian oi] capital and central Canadian 


fndustrialicapitale In*stit? ‘others®areds jythe NEP serves to 
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benefit the federal state itself (through greatly enlarged 
revenues). Thus in attempting to strengthen’ the capitalist 
economy the state (in this instance) has operated through 
particular private interests, as wel] as through 
strengthening itself as a capitalist institution. Hence, it 
will be argued in subsequent chapters that although there 
certainly is some degree of autonomy to state action in the 
oil and gas sector (the precise amount is of course 
impossible accurately to determine), the Canadian state 
remains fundamentally committed to the interests of 
capitalist enterprise. 

Inestnuictuningadihpssthesis tanthistonteak eapproach ahas 
been adopted. This is necessary because it allows one to 
place the NEP in context with past energy policy, and to 
observe the areas of continuity and change with past policy. 
When one examines earlier Liberal energy policy (especially 
the 1976-77 frontier legislation) one can identify in 
embryonic form many of the proposals contained in the NEP 
(for examp le Canadianization, Canadian ownership 
requirements, and the self-sufficiency objective). Thus’ the 
second chapter is devoted to detailing federal energy policy 
as it developed in the 1970s. The third and fourth chapters 
containeetheiemajor (thrustrof sthegthes i shewhere nteisgargued 
that although the state is primarily working in the 
faverestomeof ieprivateticapitdl ty does this with a certain 
degree of autonomy. Chapter 3 examines the NEP itself and 


the recent pricing agreement between Ottawa and Alberta. In 
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this chapter one can observe large Canadian oil] capital and 
industrial capital benefitting from the Petroleum Incentives 
Program (PIP), and the 50% Canadian ownership (by 1990) 
requirement. Of critical importance to the argument of 
relative autonomy is_ how the presence of fiscal crisis at 
the federal level of government has forced the _ federal 
government to take a large piece of the revenue from the oil 
and gas industry (through increased taxation). Finally, it 
is also argued that the expansion of Petro-Canada (as 
provided for in the NEP) has been designed in order. to 
expand federal control over’ the oil and gas sector. Both 
these developments demonstrate that the state does not work 
exclusively in the interests of private capital, but also in 
its own interests. Hence, there is some autonomy in state 
action. Chapter 4, by examining Bill C-48 (an important 
component of the NEP), supports the argument developed _ in 
Chapter 3 that the state works primarily (but not 
exclusively) in the interests of private capital. This is 
evident in the Canadian procurement regulations and the 
requirement of 50% Canadian ownership before production can 
begin on the frontier. Bill C-48 also supports the argument 
of relative autonomy as it contains important provisions for 
increased ministerial control over the exploration and 
production on the frontier. This again shows that the NEP 
strengthens the position of the state in the oil and gas 
sector, and in this action is not working directly in_ the 


interests of private capital. The final chapter (5) 
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primarily serves to draw together the arguments made in the 


preceding chapters and to conclude the thesis. 


II. The State and Energy Policy, 1973-1980 

INTRODUCTION 

Having established the theoretical framework for this 
thesis it is now necessary to take an historical look at 
Canadian energy policy as it developed in the decade 
immediately prior to the National Energy Program's (NEP) 
Dub dicationgegihis tks necessary iforatwovreasons: first wathe 
1970s witnessed a number of disruptive changes in the field 
of energy which were experienced world-wide. Most notable 
were the 1973 011 embargo and price increases and the even 
more dramatic (in terms of effect) price increases of 1979 
(along with the loss of Iranian supplies which caused 
widespread fears of an oil shortage). These sudden changes 
required responses from all oil importing nations, including 
Canada. Although Canada was actually a net exporter of both 
oil and energy in 1973, these disruptions resulted in 
important policy changes. Briefly, after the 1973 crisis the 
most notable responses involved the decisions to freeze _ the 
domestic epnicé sof soile and) totereate a state.o7] company; 
after 1979, the response again involved the state oil 
Company  mewithime tSeerOles bei nggrexpanded#tospan Uicipake yin 
state-to-state oil trading. Both these policy responses 
represented important changes with past energy policy and 
thus require analysis. 

The second, and more important reason for this thesis, 
why 1970s energy policy requires analysis is to note both 


Elementsmeorecontinurty and change with ine NEP, andethus tc 
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place the NEP in a context which enables one to understand 
better its historical roots. This allows one to see areas in 
which continuity exists and significant changes have been 
made with past policy (and ultimately to explain why the 
continuity and why the change). 

There have been numerous important developments in 
Canadian energy policy throughout the 1970s, all of which 
cannot possibly be examined here. Thus a select number of 
the most important developments will be singled out for 
analysis. Of these certainly one of the most important and 
obvious policy developments was the governments’ response to 
the dominance of the energy sector by foreign owned and 
Rondrolled multinational oil companies. Closely related to 
this policy was the increasing use of direct state 
involvement (primarily through the state oil company , 
Petro-Canada) to expand national control over the crucially 
important energy sector. Also of note was the continuing use 
of conventional regulatory instruments (such as taxation 
schemes, export and price tcontrols#eete.). Finally, it is 
important to note the intensifying fiscal crisis within the 
federal government and how this affected federal-provincial 
relations over energy. However, it must be emphasized that 
although fiscal imbalances certainly influenced 10.) TG. 
deciisions "earlier in the * decade, “conanthe wholeethe real 
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affect energy policy until 1979.46 Thus the importance of 
this factor is really only relevant to the periods of the 
Clark government and the NEP. 

In order to make the discussion and analysis of these 
factors more manageable, this chapter has been divided into 
three sub-sections, each focusing on a different dimension 
of federal energy policy. The first section outlines’ the 
predominant role that the private sector (dominated by the 
multinational oil companies) has played in the Canadian 
energy Frekd ; and (partly in response to this) the 
increasing use of direct state intervention to conduct 
energy policy. This section will also examine the system of 
land regulations developed in 1976-77, and the fiscal system 
which evolved during the 1970s. The final two sections deal 
with federal-provincial relations over energy, and aé_e brief 


analysis of the Clark government’s energy policy. 


THE MULTINATIONALS, THE STATE AND ENERGY POLICY 
Foreign Control of the Petroleum Sector 

The multinational oil companies have long been one _ of 
thes fours Major, actors “involved sin sthew Canadian energy 
sector, the other three being the federal state, the 
governments of the producing provinces and the 
(non-multinational) Canadian oi! companies. Indeed, the 


46 The erosion of Ottawa’s tax base had been a federal 
concern since 1974, when, in at attempt to increase Ottawa's 
oil revenues, both 1974 budgets discontinued the practice of 
allowing provincial royalty payments to be deductible from 
federal income tax. 
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multinational oil companies, the majority of which are 
foreign-owned, have dominated the Canadian petroleum sector 
since at least 1947. This domination continued throughout 
the 1970s, although it has been reduced. Table 1 shows that 
in 1971 the level of foreign ownership and control was’ very 
high at 79.5% and 94.4% respectively (measured in terms of 
revenues). Although these levels had been reduced..to 74.0% 
and 81.5% by 1980, the level of foreign ownership in the oi] 
and gas sector has remained a major concern of the _ federal 


government for reasons which will become apparent shortly. 
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FOREIGN OWNERSHIP AND CONTROL 
ORE PE TROLEUMBINDUST Ry 


‘csi etd Rew i Bo vo 1379 1280 
h 


REVENUES(1) 

Foreign Ownership Pes Sra het The Aihercih abso Th od bbichten oil hiseg’) 
Foreign Control Or 4 92S ae eG 2 Oe Olt 
NSSETS(2) 

Foreign Ownership gee OU Co ae OO Oem Orem) oe 2 
Foreign Control CO Ome OT) ar 4 a) ee on eee Om Cee 
Notes: 


(1) The estimates are calculated on petroleum-related 
revenues (upstream and downstream), which represent 
about 95% of total industry revenues. 

(2) The estimates are calculated on total assets of 
reporting companies. 


Source: Petroleum Monitoring Agency Canadian 
Petroleum Industry 1980 Monitoring Survey 
Table 8.1 
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Although the federal government purchased 49% of 
Panarcitc Oils Etd: 1n11969, unti1e1976eand! thes formation oF 
Petro-Canada, this is where direct government participation 
ended.*7 As of 1973 the federal government's ownership in 
the oi] and gas industry was inconsequential, amounting to 
less than one per cent.*8 Indeed even this amount of 
government involvement was of little importance as there was 
no significant amount of ministerial direction exerted over 
these interests. As mentioned above, this structure was 
formed deliberately as until 1973 it was believed within the 
federal government that the private sector could best 
provide the country with its oil and gas requirements. All 
that was necessary for the government to do was merely to 
play a passive regulatory role.‘ 

In order to understand why this policy developed and 
the resulting entrenchment of the multinational oi | 
companies in the energy sector, one must look back to the 
1960s, a period of both energy abundance and = significant 
economic growth. In this decade little concern was expressed 
within federal ranks over the dominance of the 
multinationals which both supplied Canada with imported oi] 
and dominated domestic production. Indeed, it was precisely 
the 1961 energy policy developed by the Conservative 
administration of John Diefenbaker which was responsible for 


47 Of course, after 1956 a federal crown corporation helped 
to build part of the Trans-Canada gas pipeline. 

48 EMR An Energy Policy for Canada, Volume 1 (1973) p. 18 
49 It should be noted, however, that the oi! companies were 
not operating in a "free market” situation. 
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much of the strength of the multinational oi] companies in 
this period. This policy, Known as the National 0i1 Policy 
(NOP) was most notable for its consolidation. of 
multinational dominance, as it served to formalize market 
patterns of supply that had developed throughout the 1950s. 
50 This meant that a two price system was established with 
the area west of the Ottawa Valley being supplied (at a 
higher price) by Canadian oil and that east of the "border" 
continuing to be supplied by imports. These imports, of 
course, were provided by the multinational oi1 companies, 
which reinforced their dominant position in the Canadian oi] 
market. 

What were some other consequences of allowing the 
multinational oil companies to acquire a near monopolistic 
hold on the eastern Canadian market? It appears from the 
Bertrand Report, entitled The State of Competition in the 
Canadian Petroleum Industry , a lengthy 7 volume document 
based on seven years of investigation into petroleum 
industry practices, that the major foreign-controlled oil 
companies have used their market power to overcharge 
consumers in eastern Canada. As the document states, 

This study demonstrates that the performance of the 
Eastern Canadian market was adversely affected by 
the transfer pricing policy of the multinationals 
operating in this market. Throughout the_ period 
under study-- 1958 to 1973-- the crude oil prices 


paid by most of the Canadian subsidiaries of these 
companies were high compared to arm’s-length crude 


50 see J. Debanne "Oil and Canadian Policy” in E. Waverman 
(ed. )The Energy Crisis Volume II: North America University 


of Toronto Press Toronto, 1974. 
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prices and this served to affect prices in the final 
product market. >! 


Furthermore, the Report recognizes that this policy was not 
the making of the Canadian subsidiaries but of their parent, 
foreign-based firms. For example, in regards to the control 
exercised by Exxon over Imperial Oil, the Report writes 
that, 


The picture of Imperial that emerges from _ various 
sources is that of a company which had little 
control over either the sources or the prices of its 
crude. Its freedom to choose the lowest priced crude 
suitable for its refineries was substantially 
restricted by its parent corporation. 

Within the Exxon (Jersey) organization, a 
central supply group had the responsibility for 
all Tocatinga@roi sesupp | ymrsourcesmito the var ious 
marketing subsidiaries (Imperial Oil] Limited v. Nova 


Scotia Light and Power Limited... Hearings). While 
vitally affected by the decisions of this central 
supply group (the oil sent to Imperial was 
determined by this group), Imperial had no 
representation on the group and was allowed only to 
submit recommendations to it.... The manager in 


charge of obtaining foreign crude for Imperial 
descr ibed Imperial’s position in the following 
terms: 

‘We may decide at Imperial, we may decide that 
we want to get oil, and that is our decision, but 
whether or not the final decision is made that we 
aneedcimaste, get that “iS= not necessarily sours, 
Imperial’s.’ 

There can be no doubt as to the constraints 
imposed upon Imperial by this relationship. °? 


Lu Wasmebecausesof thisscontro!l exerted byatherparenttisirms 
and) theancarunmonopoillyugovers tdistributionagin the Teastern 
Canadian market that the Canadian subsidiaries, and 
ultimately the Canadian consumer, paid higher prices’ than 
the real international selling price of crude oi] throughout 


51 R. Bertrand The State of Competition in the Canadian 
Petroleum Industry: International Linkages: Canada and the 
World Petroleum Market Volume III Ottawa 1981 p. 1 
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the sixties even though the international price was falling. 


It is clear from the contracts that, during the late 
nineteen fifties, Canadian companies continued to 
pay posted or very close to posted prices for’ their 
crude oi] even though world prices had fallen below 
the posted levels. 


In charging Canadian subsidiaries the posted price for 
crude, while world prices declined between 1960 and _ 1970, 
both Imperial and Gulf followed similar strategies. Imperial 
set its prices at the “average of competition" (the average 
cost of imported crude supplies for its competitors) rather 
than at the real world price. As evidence the Report cites a 
letter sent from Exxon to Imperial which said: 


Imperial will review their raw material cost 
position relative to competition about twice yearly, 
and changes will be made only if Significant 
differences in their position should develop. At the 
same time, every effort will be made to correct 
promptly any substantial differences which do 
develop. °4 


Gulf followed a similar policy while Texaco Canada and Shel] 
Canada both had the price of their crude frozen by their 
parent companies. 


Shell Canada signed a ten year contract in 1967 at 
fixed prices.... Texaco was placed in a similar 
situation. Even though crude costs and 
transportation rates were falling in _ the late 
nineteen sixties, no downward adjustment was made in 
Texaco Canada’s crude costs between 1965 and 1969 
(Document # 53897). This policy left both these 
companies with even less flexibility than Gulf 
Canada and Imperial.°°® 


It is quite clear from this that Canadian subsidiaries such 


as Imperial and Shell Canada etc., had little control over 
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their supply and price of crude oil. 

Thus it appears from the Bertrand Report that one of 
the consequences of the consolidation of multinational 
dominance in the eastern Canadian market was that Canadian 
subsidiaries, and ultimately Canadian consumers, were forced 
to pay prices higher than those prevailing on the world 
market. In total the Bertrand Report alleges that the oil 
companies overcharged the Canadian consumer by about $4.6 
billion (the equivalent of $12 billion in 1981 dollars) 
between 1958 and 1973.58 From this evidence one must now, 
with hindsight, seriously question the wisdom of the _ 1961 
NOP, with its willingness to allow the MNOC’s to dominate 
the eastern Canadian market. 

Although the Bertrand report was not published until 
1981, events which occurred in the early 1970s (specifically 
the 1973 oi1 crisis with its attendant embargo of select 
western nations and the quadrupling of the international 
price of oil) brought with them a re-evaluation on the part 
of both the government and the public, of the role which the 
multinational oil companies should play in the supply of 
Canadian oi] requirements. Apprehension over’ security of 
Supp lyr tcan: Sbe™thaced*dtrecily tomthendS/3acn isis eitegpress 
reports of oil-laden ships sitting off the eastern United 
States®™seaboard “waiting® sunt otheorprice was nao ghsenough 
before unloading their cargoes, and to cries of foul play 
emanating from the vJapanese who claimed that supplies 
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destined for that country (which was not embargoed) had been 
diverted by the multinational oil companies to other 
(embargoed) countries such as the Netherlands and the United 
States. Although this charge has never been proven, it did 
spark some concern over’ security of supply among federal 
policy makers. Indeed, concern was heightened by rumours 
that oil destined for Canada from the Middle East had been 
diverted to the U.S..5’ This apprehension manifested itself 
in a growing skepticism by both the public. and the 
government of the oi1 companies’ ability to supply oil ina 
reliable fashion. However, the 1973 crisis caused more than 
just an increased apprehension of the oi] companies. It also 
saw the demise of the old NOP. World events, reflecting a 
profound structural change in the international petroleum 
market, which saw the increasing strength of the OPEC states 
in the early 1970s and a concomitant decline in the control 
exerted by the multinational oi] companies over’ the world 
oil market, necessitated policy changes within Canada. 

The new oil policy which developed in the wake of _ the 
OPEC crisis was outlined in a speech made by Prime Minister 
Trudeau in December 1973. 58 Under this new policy the old 
two price system for oil was abolished, and replaced by a 
system of one price for all Canadians. Henceforth all 


Canadians would pay the same price for oil, subject only to 


57 International Canada; October 1973 Volume 4, No. 9, p. 
pape sf 

58 see House of Commons Debates 7th Session, 29th 
Parliament, December 6, 1973, p. 8478 
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transportation and quality differences. However, as the 
price of international oi1 which supplied eastern Canada was 
now considerably more expensive than that which supplied 
western Canada, (part of the new policy was the September 
freezing of the Canadian price of oil] at $3.80/barrel), the 
price of imported 011 would have to be subsidized. Hence the 
establishment in January 1974 of an Oi1 Import Compensation 
Program. This policy decision was to have impor tant 
repercussions later in the decade, when, with imports 
compr ising a25%cof .Oielerconsumpt ion #sand titheaipricen-ofnson| 
approximately 10 times higher’ than in 1972, the cost of 
subsidizing imported oi1 was producing a severe drain on 
federal finances. Ultimately the “fiscal crisis" existing at 
the federal level was to be an important factor in 
influencing the nature of the energy policy which emerged in 
1980-- the NEP. In addition to altering the domestic’ price 
structure, the new oil policy also allowed for the extension 
of the pipeline to Montreal, and proclaimed the government’ s 
intention to introduce legislation in the next session of 
Parliament to establish a national petroleum company. This 
latter decision represented a fundamental change from past 
policy under which the government had refrained from 
becoming directly involved in the petroleum sector. (This 


decision and its consequences will be discussed more 


thoroughly below. } 
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Traditional Means of Regulation 

Before discussing Petro-Canada it is first necessary to 
understand how the industry was controlled (and still is, in 
part) through the traditional regulatory bodies such as the 
National Energy Board (NEB), the incentive system for 
exploration and development, work requirements, etc.. In all 
of these areas one can see an attempt by the federal 
government (after 1973) to increase its control over. the 
petroleum sector throughout the 1970s.5% However, it has 
also been obvious, even since the formation of Petro-Canada, 
that the federal government clearly wants, and needs, the 
private sector to develop Canada’s oi] and gas resources. As 
was argued in Chapter one, although the state may be’ forced 
to work against the interests of some fractions of capital, 
this does not make it against the interests of capital as a 
whole. Indeed, it is manifestly for the survival. of 
capitalism. But because the federal state has so many 
interests to concern itself with, there will be times when 
it must play the interests of one fraction of capital off 
against another for the good of the entire system. But even 
noting this, the oil and gas sector was still allowed to 
make significant profits during the 1970s. The net income of 
eight major oil companies (Imperial Oil of Canada, Gulf 


Canada, Texaco Canada, Shell Canada, Hudsons Bay Oi! and 


52 Andsastwilllebevargquedeine chapterse4aandr 5} aithegner 
continues the federal government’s efforts to increase its 
control over the oi] and gas sector, both on provincial 
lands and most notably, on the Canada Lands. 
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Gas, Amoco Canada, British Petroleum, and Petrofina Canada) 
increased by an average of 657% between the years 1972/73 
and 1979/80.6° Furthermore, Table 2 illustrates that net 
income for petroleum industries as a percentage of income 


for all other non-financial industries (including petroleum) 


increased dramatically between 1972 and 1980, doubling from 


Tome he ae 2 BON! Sa ae nw 1980: 


60 These figures have been calculated after taking account 
of inflation which ran at an average rate of 11%/year over 
that period. See Financial Post August 5, 1972 p. 9; and The 
Financial Post 500 June 1981 p. 74&78 
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NET INCOME(1) VARIOUS INDUSTRIES 


1S) Zee OT hima 9 = 107 ome 1980 


($ millions) 


1) Manufacturing(2) POAAE™ 356478 406 7= 54437" 5685 
2) Mining(2) 319 102 Wael | CLERRENs SAP) Ma 
3) Other Non-Financial (2) B22 2708 2637 O32GTF 3596 
4) TOTAL NON-FINANCIAL 

(excluding Petroleum) 4452 6994 7582 10724 11396 
5) Petroleum S04 1700582263 837275 4806 
6) TOTAL NON-FINANCIAL 

(including Petroleum) 5256 8694 9845 14451 16202 
Meiners asta eofes Fomera 1926) 23708 2507) 2997 
GimtanesovaSvaascof 4 (Ol oe Oe eee ae oe 
Notes: 


(1) The figures shown are for companies having $10 million 
or more of total assets. For the years 1972 and 1975, the 
figures are based on a larger sample which includes all 
companies with $10 million and more in assets plus a 
sample of smallerindustries. 

(2) The manufacturing, mining and other non-financial 
sectors exclude the petroleum component of these 
industries. 


Source: PMA Canadian Petroleum Industry 1980 
Monitoring Survey Table 1.4 p. 10. 
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This demonstrates that the petroleum industry was. the 
strongest sector of the economy during the 1970s. Indeed, 
profits were so high that the federal government began to be 
concerned about both the net outflow of capital from Canada 
between 1975 and 1979 in the form of dividend and interest 
payments, or simply profit-taking, as well as with the 
possibility that the 011 and gas companies were using’ these 
huge profits to buy into other’ sectors of the economy, 
thereby further increasing foreign ownership and control of 
the Canadian economy. §°' Indeed, this development was to 
become one of the major factors influencing policy makers 
designing the NEP. 
i. The Inadequacy of Traditional Institutional Means of 
Control-- The National Energy Board 

Notwithstanding these high profits, the oil and_ gas 
sector is one of the most highly regulated industries in 
Canada. This is evident in a number of areas. For’ instance, 
since March 1973 the export of oil (other than that involved 
in oil exchange agreements with the U.S. whereby Canada 
exports’ heavy ‘oi! )-to the western SU°S. and “imports an 
equivalent amount from the eastern U.S.) has been regulated. 
Furthermore, since September, 1973 when the price of 
domestic oi] was frozen and an export tax was placed on 
crude oil, the federal government has set the domestic price 
Oteoiuimandathe size of the “export stax buts iongeapetore 
these measures were implemented the NEB was established in 


61 see EMR, National Energy Program (1980), p. 17&19 
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1959 to licence (subject to cabinet approval) all exports of 
natural gas and electricity. However, the effectiveness of 
this latter instrument, at least until the formation of 
Petro-Canada with its ability to conduct independent 
evaluations of oil and gas reserves, has been for the most 
part suspect.-Approval of exports by the NEB is dependent on 
the board's determining an appropriate excess of supply over 
estimated Canadian requirements. However, until 1976, the 
board depended almost entirely for its estimates of oil and 
gas reserves on forecasts made by the private oil and gas 
companies. And the accuracy of their reports in the past has 
proved remarkably suspect. One needs only to refer to 
industry-based optimistic reports contained in the federal 
government’s 1973 energy document, An Energy Policy for 
Canada to see this. This document stated that, 
Canada has more than’ enough energy resources 
available to cover her own use at least until the 
year 2050 and there is a chance that there may be 
SlIDSLahlid LasanountsS Ot ©O1) Banden Gas) SUrDIUS@ LO 
domestic demand. °?2 
Yet in its October, 1974 report the NEB, again relying on 
estimates supplied by private oil and gas companies, stated 
that Canadian petroleum resources were in much shorter 
supply than had been previously thought, and that Canada 
actual var taced* tshormtages oiiny O1)i@inm! thesnot*®toondistant 
future.®3 The report estimated that Canada would need _ to 


62 EMR An Energy Policy for Canada Volume 1 (1973), p. 104 
68 see uJenLlaxen Canada’s Energy Crisis (ist edition) Lorimer 


and Co. 1975 p. 144 
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import 1 million b/d of crude oil by 1982.64 

What can one make of these widely fiuctuating 
estimates? Although it is no doubt very difficult accurately 
to predict reserve levels, it had become quite obvious by 
1974 that state regulation of the industry through the NEB 
was far from adequate. Indeed, as will be seen below, one of 
the major justifications for establishing Petro-Canada was 
so that the government could conduct independent assessments 
not only of Canada’s oi] and gas reserves, but also so. that 
the government could more accurately assess operating costs 
of the private companies, thereby enabling it to levy more 
appropriate tax rates. 
ii. The 1976-77 Frontier Land Regulations 

Another (potentially) more important method of 
regulating the industry operating on federal lands has_ been 
through the frontier land regulations that were proposed in 
the mid-1970s. In 1970 the government had suspended the 1961 
frontier oil and gas regulations as they were not succeeding 
in encouraging adequate exploration on the frontier. The 
period between 1951 and 1966 saw industry exploration 
expenditures® northarofw! theprs0th paraitele@mreach = a® mere 
GAG? amie oniese Between 1963 and 1969 exploration 


expenditures still reached only $218.6million,®®& while in 


64 1B 1 Pepe mds 
65 Qilweek, November 1, 1971, p. 29 
66 Qilweek, November 2, 1970, p. 39 
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western Canada they amounted to $1,186.3million®’ between 
1963 and 1969. Furthermore, by 1969 only 9 wells had been 
drilled on the frontier.®& Clearly the government wanted to 
reverse this trend. And as the reality of the tightness. of 
world supplies became fully realized in 1973-74 (along with 
thewtour- fold jpricesrises’ of tinternakiional® oph)ah front ter 
exploration became increasingly attractive to the federal 
government. °&9 

The first important development involving federal Jand 
regulations was the suspension, on April 15, 1970, of the 
1961 Canada O11 and Gas Land Regulations. Under’ these 
regulations work requirements had been extraordinarily lax, 
with annual lease rentals costing a mere $1/acre, and 
royalty payments consisting of a low 5% of production income 
for the first 3-5 years of production and 10% in subsequent 
years. Exploration permits were issued at no cost and for 
lengthy periods, allowing the holder’ to explore the 
designated area for 9-12 years. These permits also gave the 
holder the exclusive right to drill exploratory wells in the 
designated area. Leases were issued for even longer periods, 
Gandindkup to 2iiyedrs gwithrprovisionseromsrenewaly eelin om 
was found, permit holders were allowed to retain that 
portion of acreage normally surrendered to the crown for an 
additional royalty payment varying from 5%-40%, depending on 


Tmo viweckmenprie205) 1970, pul 4/ 

68-97lweek; January 19, 1976 p.3 

68 It should be added that the major discovery at Prudhoe 
Bay in Alaska in 1968 also provided a significant spur to 
exploration on the Canadian frontier. 
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the shete?t ofpiproddetionr’ *h«Clear hyontake this! rstadet ithe 
government was acting as a passive regulator and rent 
collector, placing little pressure on the industry to 
increase exploration on the frontier. But it must be kept in 
mind that the 1960s was a decade of energy abundance, which 
provided little incentive to the industry to search out and 
discover the extent of reserves to be found on remote and 
inaccessible federal lands. However, this attitude was to 
change drastically with the 1973 energy crisis. The first 
official indication of the government’s recognition of the 
increasing importance of frontier supplies came in Prime 
Minister Trudeau's December 1973 policy statement: 
Canada must move and move immediately to develop its 
frontier and nonconventional sources of supply so as 
tomebemeabd |erwtoerredach aisi tuationttihatwwa | Wepermiat 
Sself-suthicrency.°' 

With this concern came renewed efforts to establish 
effective regulations governing the frontier. Although the 
earlier proposed land regulations never became law (until 
Bill C-48 which has passed the third reading stage and will 
become law in 1982), they do reflect a more determined 
effort by the federal government to increase exploration = on 
the frontier. However, as_ will be seen below, government 
determination was not to prove strong enough to withstand 
the intense lobbying of the petroleum industry. 


Boeoi lweek) Manch SpiGnil, cor ti4 . 
71 P.E,. Trudeau House of Commons Debates 7th Session, 29th 


Parliament, December 6, 1973; p. 8479 
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Draft legislation for the new frontier land regulations 
was first tabled in the House of Commons on May 19, 1976. 
These regulations provided for more stringent work 
requirements through higher lease rentals (from $1 to 
$2.50/acre/year for a provisional lease-- depending on 
location), shorter permits and production leases, greater 
discretionary power for’ the Minneten of Energy, Mines and 
Resources (for example, the power to order the drilling of 
wildcat wells), and the creation of a new petroleum tax, 
Known as the Progressive Incremental Royalty (PIR), with a 
three year holiday from the PIR granted for discoveries made 
before? dune ss 09 1es0L Gn lmasaddi tien? to @ thessiPakts ona ficid 
Dromius; —demnewl basic, 10O,eroyallity tonta llMproduct i cnvprofits 
was announced. However, the PIR did not come into effect 
tinitisti@after Oiheebasic royalty) a lam@currentecosits? capital 
costs and income taxes were deducted, and the operator had 
made a profit of 25% on its development investment, this 
being calculated on a field by field basis. 

The regulations also required the earlier release of 
seismic data and other confidential data, gave special 
advantages to the state oil company, Petro-Canada, and 
required a minimum 25% Canadian ownership on producible 
property. The special advantages granted to the state oi] 
company involved giving it the option to take up to a 25% 
interest in any permit granted a special renewal, and in any 
provisional lease issued during the exploration stage of the 


permit, without paying past exploration expenses. The 
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objective of these "stricter" regulations was to double 
frontier exploration over the next three years. 

Despite the fact that the proposed changes did not 
fundamentally alter the existing ownership patterns on the 
frontier, 72 the oil industry responded, for the most part 
with intense hostility and lobbying of the federal 
government to change the regulations (which they did). One 
explanation for the industry’s reaction lies in the fact 
that only one-third of the frontier permits held at the time 
that the draft legislation was released satisfied the 
Canadian ownership requirements. 

Although objection was not made to all aspects of the 
proposed legislation, concern was expressed over the 
advantages granted to Petro-Canada, the increased 
ministerial discretion, the PIR, and the required minimum 
Canadian participation requirements. In particular, it was 
the major oil companies, especially those with large 
hoddingstonnthenfrontien, that iwerenmthe ™emostee concerned. 7A 
spokesman for Imperial 011 claimed that, 

The combination of provisions for government equity 
participation and the progressive incremental 
royalty will dampen incentive to explore for the 
high-risk, high-prize prospects which could benefit 
Cahadasso greatilyr?= 


Bad Sueiee  Lebew) chainman por the Canadian Petroleum 


Association (CPA), had this to say in response to the new 


72 see Michael Crommelin, "Oil and Gas Rights on Canada 
Pandese=Plticecaschange, pilus...’ 3; ain jNormthern Perspectives 
V6 1@1obNoate 1977 
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regulations: 

Being told by the government what to do is not 

consistent with the principles of free enterprise 

because government policy may not coincide with 

corporate objectives.74 

However, even petroleum capital is not one homogeneous 

and monolithic entity with identical interests and demands. 
This is is illustrated by the fact that the independent oil 
companies did not object to the land regulations nearly as 
strenuously as did the majors. Independent Petroleum 
Association of Canada (IPAC) President Robert F. Ruben in 
fact seemed quite pleased with the regulations, stating 
date: 

We could not expect more.... In essence the PIR goes 

a long way towards the modifications of the original 

proposals suggested by IPAC. The overall fiscal 

aspect is favorable.’°® 
However , intense industry lobbying did lead to the 
alteration of the regulations. The most notable changes 
(first announced in June 1977) involved the relaxation of 
the Canadian content requirements and the extension of _ the 
PIR holidayessperiodferBut otheralthanrethat pthe)taltered 
regulations basically reflected those proposed in May 1976. 
The basic 10% royalty on oil and gas production income, as 
well as the PIR were retained. The only change to the PIR 
was that the holiday period was extended to cover 
discoveries made before October, 31, 1982. As before, the 


PIR was in essence a sliding-profits tax and was calculated 


7® Globetand Mailp June ihipnt976;p. $85 
75 The Financial Post, June 5, 1976, p. 33 
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only after expenses for exploration, development, and 
production income tax and the basic royalty were paid, and 
after a 25% "floor" rate of return had been made. In 
addition, any company which made a significant discovery was 
required to report it immediately to the federal government. 
If declared a significant discovery by the Minister, it was 
required that notification of this be sent "to each holder 
of an interest in lands to which the declaration relates."76 
This notification included Petro-Canada. 

For the most part the special advantages granted to 
Petro-Canada were retained. For instance, Petro-Canada 
retained the right for one year (beginning August 3, 1977) 
to select for itself a maximum of 25% of the land known as 
reserve land on that date,’’ and, for a period of 7 years, 
to have the right to select up to 25% of the Jlands~ which 
reverted to the Crown after August 3, 1977. 

There was some relaxing of the Canadian participation 
requirements. Under the altered regulations, when 
app lication was made for a special renewal permit or a 
provisional lease on the Canada Lands, and when the Canadian 
participation rate of the applicant was between 25% and 35%, 
a 10% interest was granted to Petro-Canada. If the Canadian 
participation rate was below 25%, a 10% interest plus an 
additional interest of 1% for each 1% that the Canadian 


participation rate falls below 25% (not exceeding 15%) was 
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granted to Petro-Canada. As before, no payment was required 
of Petro-Canada for past exploration expenses. 

As with the 1976 regulations, industry response was 
again rather hostile towards the altered legislation (Bill 
C-20), the major objections again being Petro-Canada’s 
special privileges and the Canadian participation 
requirements. However, despite industry objections to. the 
contrary, it would appear that requirements were still not 
effective enough. This is evident in the following table 
(Table 3) which shows that drilling on the’ frontier 


continued to decline throughout most of the 1970s. 
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TABLE 3 


DRILLING PATTERNS IN ALBERTA AND ON FEDERAL TERRITORY 


ToS" FB 
# wells drilled Exploration and land 
expendi tures 
($m) 

Year Alberta Federa | Alberta Federal 
Areas Areas 

1973 1059 jae 364.4 341.9 
1974 1,369 ED Abe 370.9 
1975 Tor 43 456.0 348.5 
1976 2,026 24 Seaw ieee SS Hest fay Pe 
1977* Foto hk, 20 1,298.0 Souee 
1978 2,384 17 thee tia hehe law) a 


*Year in which the federal government introduced the 
special frontier drilling incentive Known as 
super -depletion. 


Source: CPA (cited in Globe and Mail October 15, 1979 p. 
2045} 
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Despite these attempts to impose stricter regulations for 
the frontier, the 1976 draft legislation, and its subsequent 
amendments failed to pass first reading. What prevented the 
new regulations from becoming law? The most obvious reason 
lies in the intense industry lobbying against these 
regulations. But beyond this lies a more’ fundamental 
explanation, which argues that no matter how’ hard a 
government attempts to redirect exploration through indirect 
methods (i.e. work requirements, tax incentives, etc.) al] 
will fail if the ultimate incentive, the actual existence of 
~ 011] in significant quantities, fails to be demonstrated. In 
1976-77 there had been no significant oil discoveries on the 
Canadaian frontier.7& 
iii. The Fiscal System 

Although not very effective in meeting their objective, 
the federal oil and gas regulations were one method of 
attempting to control the petroleum industry. A much more 
significant, indeed the most important, form of regulation 
which the state has employed in an attempt to control the 
private petroleum industry has been through the fiscal 
system. 

Although this system has changed throughout the 1970s 
(and most dramatically with the NEP), the major elements’ of 
it (for most of the 1970s) were as follows: as with all 
corporations, the petroleum industry was taxed at a standard 
rate of 36%. However, there were a number of important 


78 Both Hibernia and Kopanoar were discovered in 1979. 
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deductions which could be made from gross income, thereby, 
in effect, significantly reducing the actual rate of 
corporate taxation. Beginning in May 1974 automatic 
depletion (equal to one-third of taxable income) was 
replaced by earned depletion, "whereby companies would have 
to earn the right to deduct up to (one-quarter) of their 
production profits by continuing to explore and develop."’$ 
In addition, all Canadian exploration expenses could be 
written off in the year incurred at arate of 100% and 
development expenses (after November 1974) at a rate of 30%. 
Effective January f- 1976 a Resource Allowance was 
introduced which was the equivalent of a tax deduction of 
254 teokatgrass feincome: Tee: was intended to replace 
the provincial royalty deductibility which had been 
discontinued as of May 1974, and it alone had the effect of 
reducing the corporate rate of federal tax on _ resource 
income to 27%. Finally, an important frontier allowance was 
that of "super depletion", which was introduced in 1977 and 
expired on March 31, 1980. This provision allowed for the 
deduction of two-thirds of the cost of exploration wells 
drilled on the frontier for that portion of the expense 
exceeding $5 million, and it could be applied without limit 
against income from any source. ®° 

What has been the effect of this fiscal system? First, 


ijt has encouraged the re-investment of profits through the 


78 EMR An Energy Strategy for Canada (1976) p. 156 
80 EMR “Taxation and Revenue Sharing" November 1979 p. 4-5 
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generous deductions allowed for exploration and development 
expenses and earned depletion. However on four counts the 
results of these measures have been unsatisfactory. First 
the federal government has been greatly disappointed with 
the declining rate of exploration on the frontier during the 
1970s, despite Super depletion. A second cause _ for 
dissatisfaction has emerged due to the federal government’ s 
growing concern to increase its share of the revenue from 
the oil and gas sector. As of 1979 this share stood at only 
8.8%.%' The NEP documents this dissatisfaction on the part 
of the federal government: 
The investment incentives in the federal tax system 
have significantly reduced the effective rate of 
taxation for most firms, and thus have reduced the 
federal government's share of resource revenues. 
Despite a nominal federal tax rate of 36%, the 
effective rate rate since 1974 has been about 10%, 
less than one-third of the nominal rate. ®? 
Third, the generous’ nature of past tax incentives (before 
the NEP) has provided the larger firms in the industry with 
al] the funds they required to expand from 
internally-generated cash flow. This’ has been deemed 
undesirable as it allows’ foreign-owned firms’ to expand 
without having recourse to Canadian capital markets. 
Therear i sty thustwawtt lew! finanei ailempressune gontthe 
industry as a whole to’ involve new Canadian 
participation. As the industry's revenues increase, 


it) could expand into other sectors of the economy. *~ 


This concern with the foreign owned energy firms buying into 


81 Maclean’s October 11, 1980, p. 32 
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other sectors of the economy and thereby increasing’ the 
degree of already-high foreign ownership of the Canadian 
economy as a whole, is a major concern of the’ federal 
government and one that will be dealt with more thoroughly 
in the chapters analyzing the NEP. The’ final concern 
expressed by the federal government is one related to the 
fiscal measures which have favoured the established 
companies and by doing so have increased the level of 
concentration within the industry. This is clearly expressed 
in the NEP’s assessment of the past fiscal tax measures: 
"Reinforcing the impact of buoyant cash flow, the system of 
tax incentives inadvertently fostered concentration in the 
industry and, with it, foreign control."®&4 As will be seen 
below, the expanded role designed for Petro-Canada and the 
incentive schedule (which discriminates in favour of 
Canadian owned and controlled companies) outlined in the NEP 
attempts to reduce the level of foreign concentration in the 
oil and gas sector. 

Thus far in examining the strategies which have’ been 
pur sued by the federal government in regulating the 
petroleum industry, the state has been portrayed as a rather 
passive entity. However, with the formation of a state oil] 
company, its role was to change fundamentally. 

Petro-Canada 
It is no exaggeration to _ state that the most 


significant development in the state's method of regulation 
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of the petroleum industry which occurred in the 1970s was 
the establishment of a state oil company-- Petro-Canada. As 
is evident from the above, prior to 1976 the state had 
undertaken almost no direct involvement in the energy 
sector. -In fact, in 1973 less than 1% of petroleum assets 
were owned by the state. What were the factors that led the 
state to assume the role of a direct participant in the 
industry? Furthermore, how has the existence of a state oil 
company affected the accumulation process, and has this 
fundamentally altered the prevailing capitalist relations of 
production? Answers to these last two questions will be 
postponed until analysis of the NEP has been undertaken, as 
the NEP provides for such a_e significant expansion of 
Petro-Canada that a more accurate hypothesis can be 
postulated at that time. 

Although the idea of a state oil company was first 
mentioned as early as 1970, it was soon dropped due to 
Cabinet division over the idea, and opposition from other 
departments worried about how the existence of a state oil 
company would affect their own influence with the Cabinet in 
energy-related matters. Senator Jack Austin, former deputy 
Minister of Energy Mines and Resources, has claimed, _ for 
instance, that "Simon Reisman (deputy minister of finance) 


resisted. The harassment was just unbelievable. I was 
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infringing on his territory."®5 In addition Austin claimed 
that the NEB, then the Cabinet’s primary energy policy 
advisor, was also opposed to it.®® Another factor mitigating 
against the formation of a state oil company at this time 
was the fact that the urgency for such a company was’ simply 
not present. In 1970 oil was still cheap (although the price 
was beginning to rise on international markets) and = supply 
was judged plentiful in Canada. Furthermore, there was 
little fear over security of supply, although the 1967 
Arab-Israeli war was not long over. Hence it was not until 
late in 1973 that Prime Minister Trudeau announced the 
government's intention to form a national petroleum company. 

On the surface the government’s decision appears to be 
an attempt to appease NDP demands to establish such a 
company. Although the vulnerable position of the Liberal 
government in 1973, due to its minority position (with the 
NDP holding the balance of power), most certainly did 
influence the timing of the government's announcement of its 
intentionstostormevactstate fol] fécomanyouominniatsesfenthis 
explanation is grossly inadequate. The legislation 
officially creating Petro-Canada was not actually passed 
until vJuly 1975, with the company becoming operative on 
January 1, 1976. By this time the Liberals, thanks to’ their 
MajOomaty+ywin wan 1974yonomhongene®ncededstotin stentto;ymuch 
less heed NDP demands. Without doubt Petro-Canada is_ the 


85 Elaine Dewar "O Petro-Canada We See Thee Rise" City Woman 
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product of a Liberal government. 

Why, then, was such a sudden departure from past policy 
adopted? For it is clear from the Petro-Canada Act (Bill 
C-8) that by granting the state oil company such a broad 
mandate-- to explore the frontier, participate in research 
and development and state-to-state energy purchases, and 
eventually to establish refineries and gas stations, etc.-- 
that Ottawa seriously intended to become a major player in 
the petroleum industry. 

There are a number of reasons which explain. the 
formation of Petro-Canada. However, before examining them, 
it is first necessary to emphasize that Petro-Canada was 
never intended to displace private capital, but only to 
supplement it. This is apparent from a number of official 
government sources. In referring to the role of the proposed 
national petroleum company, Prime Minister Trudeau in 1973 
stated that, 


It is not, however, intended in anyway to displace 


PiemenGi Vite ee SeClOnew... (NOC wT Seertsytilended to 
discourage investment by foreign companies which 
will continue to be welcome. ®? 


The 1976 energy document, An Energy Strategy For Canada, 
states that: 


Petro-Canada is not expected to replace private 
corporations engaged in the search for Canadian oi] 
and gas reserves. Rather it is intended to act as a 
catalyst and to supplement private sector activity 
in Canada’s frontier areas. °* 


87 House of Commons Debates December 6, 1973 7th Session 


29th Parliament p. 8423 
€8 EMR An Energy Strategy For Canada (1976) p. 27 
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This assurance that Petro-Canada was present only to 
supplement and not eliminate private capital was also 
expressed by the first Chairman and President of 
Petro-Canada Maurice Strong, who emphasized. that “our 
presence relieves the pressure for the nationalization of 
the whole industry." ®&9 

Returning to an explanation of Petro-Canada’ s 
formation, it is readily apparent that there are a number of 
factors which explain its creation. Foremost among these is 
the fact that with the sudden quadrupling of the 
international price of o11] in 1973-74, and with oil imports 
exceeding exports by c25; the Canadian economy , 
particularly the weak manufacturing sector (much of which 
was already heavily protected from the full force of foreign 
competition), became directly vulnerable to the impact of 
the OPEC price increases. Petro-Canada was created in part 
to encourage the exploration for and development of domestic 
supplies, particudarly on the frontier where’ private 
industry’s exploration efforts had been declining so as_ to 
ensure that central Canadian capital (and consumers) 
maintained a reliable supply of such a crucial commodity. 
Larry Pratt writes that, 

the decision to create a state oil company can be 


seen as ames LED LO = PROLeC tage. Jom Lenes bose, 
oi1l-dependent manufacturers and other’ industries 


898 Globe and Mail January 21, 1976 p. B7 and Oi lweek, 
vanuamyeZ6ee976; p. -/ 
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concerned over the security of their fuel 
supplies. 9?° 
The government’s concern with the low level of frontier 
exploration was expressed by Energy Minister Donald 
Macdonald in a speech in the House of Commons’ in November 
1974. 

if there should be = any substantial drop in 

exploration, particularly in the more productive 

areas of Canada-- and I am talking about the north 

and the offshore-- this would be a matter of grave 

concepne:? } 
But the cost of frontier exploration was extremely high, and 
with Alberta's conventional oil fields offerring the 
prospect of easier and quicker profits, private capital’s 
investment, not surprisingly, was focused in declining 
proportions on the frontier. Thus Petro-Canada was formed to 
fill a vital need-- to provide scarce capital to heavily 
capital-intensive ventures such as_ frontier exploration 
projects, as well as the tar sands projects. (Petro-Canada 
took over the government’s 15% interest in the Syncrude 
Project.) Both types of projects were ones which were high 
risk, expensive and thus in need of secure and reliable 
inves tors see By? providing '@scarceuwrand necessary venture 
Gapitaleoethnelmstate '611lecompany wastranlaing*a tvoidMtes tr by 
privates capitals» Rew Duvall *eand=letigerreemdn write in 
explaining this type of state action that, 


90 Larry Pratt, "Petro-Canada" in A. Tupper and G.B. Doern 
Public Corporations and Public Policy in Canada The 
Institute for Research on Public Policy Montreal 1981. 

81 House of Commons Debates, 1st Session, 30th Parliament, 
1974iepe 1342 
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Agencies of a capitalist state take on direct 
responsibility for the production of goods and 
services, in large part, because it is believed the 
private sector is unwilling or unable to do so, or 
because in doing so the private sector is generating 
some highly undesired patterns of development... .92 
Closely related to Petro-Canada’s function as a supplier of 
much needed capital in high-risk ventures, is the role 
Petro-Canada has taken in joint ventures with many of the 
major oi] companies. To date, Petro-Canada has (to cite only 
two examples) been involved in joint ventures with Gulf, 
Imperial Oil and Panarctic Oils in the High Arctic (with 
Gulf and Imperial approaching Petro-Canada)?%, and Chevron 
to the south of Sable Island. Indeed, virtually all of the 
money which Petro-Canada spends on exploration and 
deve lopment is done through joint ventures. As well, 
although the petroleum industry by no means we |comed 
Petro-Canada with open arms in 1976, there is some evidence 
that not all of the industry regarded it with the hostility 
as is commonly believed. For instance, many of the 
criticisms of Petro-Canada have centred around the special 
advantages that have been given to the state oi] company in 
the frontier oil and gas land regulations that were proposed 
ind tor050¢..lndeedioit asi dikelyathatamuch of theoindustrys 
at least privately, welcomed Petro-Canada, not only as a new 


source of capital, but also as a partner which could well 


reduce the risk of joint ventures. This is particularly true 


92 J, Freeman and R. Duvall "The State and Dependent 
Capitalism" in International Studies Quarterly March 1981 
Vo lPeZbeNo: Wap tadt2 

83 Globe and Mail August 5, 1976 p. Bl 
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for high-risk frontier ventures and the oil sands plants 
where the capital costs are very high. Only a_e few 
(predominately foreign-owned) firms are able to raise the 
necessary funds for projects such as these, the rest being 
forced to raise the capital on international money markets 
wheresp interest onrasuchiehightriskieloans @1 sstiveryal high: 
Operating in a joint venture with a state oi] company could 
not only reduce the amount of capital needed to be supplied 
by the private firm (thereby allowing it to raise more of it 
internally), but if it did need to borrow on a private money 
market, the presence of a low risk state partner might 
reduce the risk in the eyes of the lender and therefore 
lower the rate of interest charged on the borrowed funds. In 
reference to this, but in another context, Petter Nore 
speculates that, 

If... the mere presence of the government in an 

operating committee means that funds can be borrowed 

on the money market at a discount, then the 

advantage to private industry of such an agreement 

becomes even clearer. 9%4 

It has also been the objective of the government, 

through the formation of Petro-Canada (and the new frontier 
oil and gas regulations which discriminated in favour of the 
state oil company), to increase Canadian participation in 


the oil and gas sector. This was expressed in the 1973 and 


1976 energy documents, as well as in the following excerpt 


84 Petter Nore "The International Oi1 Industry and National 
Economy Development: The Case of Norway" in S. Picciotto and 
U. Faundez Nationalizations in Third World Countries 1979 p. 
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from EMR’ s 1977-78 Annual Report which refers to the new 
frontier land regulations which had come into effect in 


August 1977. 


A crucial aspect of energy policy is to maximize 
Canadian content and participation in exploration 
and development. Petro-Canada, Canada’s national oi] 
company, has been given a hinst option for 
exploration agreements in frontier and offshore oi] 
and gas areas over the next seven years. In 
addition, Canadian content in frontier oil and gas 
exploration and development will be strengthened by 
Petro-Canada’s option to acquire up to 25% working 
interest on lands where no significant discoveries 
have been made. 25 


However Canadian participation was not to be increased 
solely through Petro-Canada’s presence, but also through 
Petro-Canada’s participation in joint ventures with Canadian 
firms. This is evident in An Energy Strategy For Canada, 
where it is stated that: 


Exploration for and development of Canadian frontier 
resources will require capital on ae_escale not 
normally available to most Canadian owned companies. 
Petro-Canada can play an important role in 
facilitating the participation of such companies in 
the search for new Canadian oi1 and ~natural gas 
supplies. In the process it will increase’ the 
overall level of exploration activity, increase 
Canadian participation in the development of 
Canadian resources and provide an invaluable source 
of knowledge and insight into both the operation of 
the petroleum industry in Canada and the _ future 
prospects for Canadian oil! and gas reserves. °%® 


This, of course, has not materialized. Only large Canadian 
firms «can afford to’ work; ‘even vin conjunction with 
Petro-Canada, on the frontier. This statement also contains 


another indication of the government’s rationale behind 


95 EMR Annual Report, 1977-78 p. 195 
96 EMR An Energy Strategy For Canada (1976) p. 27 
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forming a state oil company-- to provide a "window on_ the 


industry." The presence of a state oi] company would provide 
for the first time an independent source of information for 
the government on 011 and gas reserve estimates and on costs 
of production, thereby enabling it to better direct the rate 
of exploration and development (particularly on the 
frontier), and to levy taxes on the industry. Another reason 
explaining the decision to create a state oil company can be 
found in the governments fear that the MNOC’s could (or 
would) no longer reliably supply imported oil to Canada. 
This concern was expressed by Petro-Canada’s first chairman, 
Maurice Strong, when he explained that, 

it surely would be unwise to continue to rely solely 

on decisions made outside the country, over which we 

have little control and may have little influence 

when the pressures mount during future periods of 

shor tFsupp by 24 
This fear was to be proven warranted as Exxon’s unilateral 
announcement of a 25% reduction in supplies to all 
subsidiaries (including Imperial 011 of Canada) in the midst 
of the 1979 Iranian revolution graphically demonstrated to 
the government how powerless it was in the face of decisions 
made by parent companies outside national boundaries. Thus 
Petro-Canada was also founded to give the federal government 
an alternative supplier (directly under its control) of 
imported oil. 

Although underwriting the risk of private oil capital, 

increasing Canadian participation in the oi] and gas sector, 


97 cited in M. Gordon op cit p. 89 
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providing a “window on the industry", and increasing the 
exploration for 011 and gas supplies so as to. provide 
central Canadian industry with reliable supplies, are all 
important reasons explaining the decision to create a_ state 
oil company, there is one additional factor which must be 
noted, that of bureaucratic politics. As was argued above, 
it is reductionist and overly simplistic to view the state 
as acting at the behest of any one fraction of capital. 
Indeed, by showing that the state at times is forced to work 
against the immediate interests of certain fractions of 
capital (through, for example, keeping the domestic price of 
oil well below world levels?’® while it was clearly in the 
interests of oil capital to have the price much higher), it 
has been demonstrated that there is necessarily a certain 
amount of autonomy to state action. An examination of the 
iimuences of sbureaucraticiepols'ticsr onmither creation. of 
Petro-Canada reinforces this argument. 

The events of 1973, besides forcing a sudden change in 
Canadian energy policy, also served greatly to increase the 
importance of the oi1 and gas sector. Although undeniably of 
great importance prior to the crisis (indeed much of the 
western industrialized countries economic growth in_ the 
1950s and 1960s was premised on the plentiful and cheap 
SuppiLy OfPouseand natural gasijethe fenergys crusds@etugthen 


98 the average Canadian price as a percentage of the world 
price between 1974 and the first 9 months of 1980 was 60.6%. 
This calculation was made from Table 4 in Wendy Dobson’ s 
Canada’s Energy Policy Debate C.D. Howe Institute 1981 p. 
42. 
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enhanced its value as it became painfully obvious to. the 
government just how dependent the economy was on oil. 
forRthermore; “athe Tincreasing’ pricealofeeCanadian *soilS was 
bringing enormous wealth to the major oil producing 
province, Alberta, thereby greatly increasing its economic 
clout. The government would have to move immediately if it 
weneato estabiishtdany sort offtoesholds ore controly inw@ethe 
doormrmmto tthe industrys’ In®'reaction&s thenynretheP federal 
government took this opportunity of energy crisis and public 
mistrust of the multinational oi11 companies to expand its 
influence in the oil and gas sector. 

From within the bureaucracy the major impetus to create 
a state oil company came from EMR, namely its deputy 
minister, Jack Austin and later Wilbert Hopper and Joel 
Bell. The idea to create a national oil company had_ been 
debated within the bureaucracy for a number of years. In 
1971 the government had commissioned a_e study, headed by 
consultant Wilbert Hopper of A.D. Little, to examine state 
oil policies and companies in other countries a 
(Interestingly enough the recommendations were neutral. ) 
Also in 1971, the deputy Minister of Energy, Jack Austin, 
was advocating the formation of a national petroleum 
company.1°° Finally, the 1973 energy document, An Energy 
Policy For Canada Phase 1, explored the pros and cons of a 


state oil company, in the end making no recommendations. 


99 see Elaine Dewar op. cit. p. 18 
100 see Elaine Dewar op. cit. p. 17-18 
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Each of these studies or recommendations, merely by the fact 
that they were commissioned, demonstrates’ the growing 
interest within the federal bureaucracy in a state oil 
company. But mere bureaucratic pressure was not enough to 
make a state oi] company a reality. In the end it took the 
appropriate economic (the urgency created by the 1973 oi] 
crisis) and political (NDP demands that the minority Liberal 
government at the least establish a national petroleum 
company, and more importantly, public mistrust of the 
multinational oil companies) circumstances, in combination 
with the bureaucratic pressure (the ideas of Austin and 
later a converted Wilbert Hopper and Joel Bell'®°') to make 


Petro-Canada a reality. 


FEDERAL-PROVINCIAL RELATIONS AND ENERGY POLICY 

Although federal-provincial conflict has been endemic 
to the Canadian political scene for decades, those disputes 
involving oil and gas only became of a protracted and 
serious nature beginning in 1973. The foremost reason, at 
feactasinvoidilyssror this cont lictelics@inethes 13/3 decision 
made thousands of miles away by an organization (OPEC), then 
little Known to most Canadians, to quadruple abruptly the 
Deicesoteoile Althougha theoppicemmhade beenurnasingiainy the 
years between 1970 and 1973, it was the combination of the 
four-fold price increase, along with an embargo of selected 


western nations (and the threat to embargo others) that 


iiescenEdaine Dewar op. cit. p. 18 
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caught the entire western world off guard and sent most 
countries scurrying desperately for make-shift energy 
policies. Canada was not exempt from these developments, and 
was forced into some crucial policy changes which had an 
important impact on federal provincial relations. 

In the initial stages of the crisis Canadian and world 
attention was focused on supply. However, it was not long 
before concern turned to that of price, as hundreds. of 
billions of dollars were involved in a massive and rapid 
transfer of wealth from western industrialized countries to 
a dozen or so predominantly Middle Eastern’ sheikdoms. 
However, in Canada the concern was not so much with _ the 
transfer of wealth to outside the country, but within the 
country,'!°2 from the densely populated consuming provinces 
to (basically) one major oi1 producing province-- Alberta. 
It is here in the fact that suddenly oi1 was giving rise to 
potentially enormous financial surpluses that lies the root 
of the federal- provincial conflict over oil and gas that 
has become a constant feature of Canadian politics in_ the 
$97 Ose 

It would not be unfair to argue that the 1970s have 
witnessed, somewhat ironically perhaps, the gradual 
usurpation of provincial powers in the resource field by the 
federal government. As is commonly Known, section 109 of the 


BNA Act grants ownership of resources to the provinces. 


102 It was not until 1975 that Canada (again) became a net 
importer of oil. 
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However, the problem lies in defining what owner ship 
entails. For the sake of argument, one might suppose that it 
entails the right of the province to set the domestic price 
and production levels, and perhaps even the right to approve 
export sales. However, others argue that because export 
sales involve trade with another country (and clearly the 
BNA Act designates control of trade and commerce to the 
federal government-- section 91(2)), and because of federal 
control over interprovincial trade, that the federal 
government has the right to control the export of resources 
and the export price, as well as the price in all provinces 
other than the producing ones. 

Regarding control, the federal side has won out on ail 
of the above counts, with the exception, for the present, of 
controlling production levels. A brief perusal of the major 
elements of federal energy policy instruments throughout the 
1970s will confirm this claim. In March 1973 controls were 
placed on the export of crude oil, in September the domestic 
price was frozen at $3.80/barrel, and a tax was placed on 
all oil exports, in May 1975 the Petroleum Administration 
Act (PAA) became law, authorizing the federal government to 
set the domestic price of oil and natural gas in the absence 
of an agreement with the provinces, and finally, in _ 1976, 
Petro-Canada was established, this being intended as a major 
federal policy instrument of control in the oil and = gas 
sector. All. of these measures have served significantly to 


reduce the producing provinces’ control over their 
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resources, and all have been vigorously contested by _ the 
Alberta government. 

Although an agreement was reached at the March 1974 
First Ministers’ Conference on Energy to raise the price of 
domestic oil to $6.50/barrel, the period immediately 
following this agreement saw increasing discontent from 
Alberta concerning oil and gas pricing. In particular, after 
the doubling of OPEC’s prices in 1979, the issue became much 
more contentious and conflictual. A pricing agreement was 
almost reached during the Clark government’s short term in 
office, '°% but it was not until September 1981 that one was 
finally reached with Alberta.1°4 

Although prices were restrained by the _ federal 
government throughout the 1970s, there nevertheless were 
increases. Indeed, by early 1978 the Canadian price had 
reached 76%41°5 of the world price. However, after the 1979 
doubling of the world price of oil, Canadian prices were 
once again thrown far out of line with the world price, thus 
ensuring that the conflict between Ottawa and Alberta over 
price and revenue-sharing wou Id continue. Extensive 
negotiations between Alberta and the federal government took 


place throughout the summer of 1980, however no agreement 


103 More will be said regarding Clark’s attempts to reach an 
energy agreement with Alberta below. 

104 Similar agreements have also been reached with 
Saskatchewan (October) and British Columbia (September) in 
the fall of 1981. The new federal-Alberta agreement will be 
examined in chapter 3. 

105 Wendy Dobson Canada’s Energy Policy C.D. Howe Institute 
(1981) Table 4 p. 42 
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was reached. In its July 29, 1980 pricing proposal, Alberta 
demanded 75% of world price for conventional oi] by January 
1, 1984. Although the federal government did not object to 
the 75% figure, where they did differ was over the rate of 
increase (and, importantly, the division of revenue). The 
federal proposal as outlined in the NEP would have raised 
the well-head price of crude by only $10.25/barrel, while 
Alberta, in the same period wanted prices to rise by $22.50 
or at more than twice the proposed federal rate.'°§& 

However the disagreement involved much more than just 
price. More importantly, it also entailed the contentious 
issue of the division of revenues. The origins of this 
aspect of the dispute can be traced to 1974 when 
Saskatchewan and Alberta raised their royalty rates, and in 
response the federal government declared that provincial 
royalty payments would no longer be deductible from federal 
income tax. With Alberta’s high royalty rates and the 
federal decision, the industry was effectively squeezed and 
predictably began withdrawing investment from the province. 
Eventually both the province and the federal government 
backed down in the face of this "capital strike", with 
Alberta refunding that portion of the Alberta Corporate Tax 
arising because of the nondeductibility of royalties, as 
well ae the amount paid by the oil companies” im federal 


corporate tax due to the non-deductibility of royalties (to 


106 see EMR NEP (1980) p. 26; and "Alberta’s Energy Package 
Proposals" 1980 p. 1 
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was reached. In its July 29, 1980 pricing proposal, Alberta 
demanded 75% of world price for conventional oil] by January 
1, 1984. Although the federal government did not object to 
the 75% figure, where they did differ was over the rate of 
increase (and, importantly, the division of revenue). The 
federal proposal as outlined in the NEP would have raised 
the well-head price of crude by only $10.25/barrel, while 
Alberta, in the same period wanted prices to rise by $22.50 
or at more than twice the proposed federal rate.1°§ 

However the disagreement involved much more than _ just 
price. More importantly, it also entailed the contentious 
issue of the division of revenues. The origins of this 
aspect of the dispute can be traced to 1974 when 
Saskatchewan and Alberta raised their royalty rates, and in 
response the federal government declared that provincial 
royalty payments would no longer be deductible from federal 
mcomes tax® “With Albertaosmohigh *royaltyerrates Landmthe 
federal decision, the industry was effectively squeezed and 
predictably began withdrawing investment from the province. 
Eventually both the province and the federal government 
backede downeutimserthealface. “of thas ®scapital strike: ; with 
Alberta refunding that portion of the Alberta Corporate Tax 
arising because of the nondeductibility of royalties, as 
well as the amount paid by the 011) companies in federal 


corporate tax due to the non-deductibility of royalties (to 


106 see EMR NEP (1980) p. 26; and “Alberta's Energy Package 
Propesals 819807 p.on 
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a maximum of $1 million.) The federal government, in turn, 
backed offeibyiintroducing, fednradunevenS75nt' a Resource 
Allowance deduction under which the oil companies could 
deduct 25% of their production income from income tax (based 
on production profits before deduction of exploration and 
development costs.) In this instance the federal government 
was forced to back down. Not having any alternative means of 
generating investment (such as a state oi1 company), it had 
no alternative but to concede to the multinationals’ terms. 

There is little doubt that, in essence, the conflict 
between Ottawa and Alberta, is not only one of price or 
revenue-sharing, but also of power. Disagreements over 
price, the “Soe Laxyeetcne Fane acer taindyeimpomtant adn 
themselves, but the conflict also exists on another’ level-- 
that concerned with power. Since 1973 Ottawa has greatly 
expanded its control over the oil and gas industry = and 
Alberta has resented and opposed this. In protest Lougheed 
consistently refused to agree to federal pricing proposals, 
tomegive »the go-ahead to the oi! sands project at Cold’ Lake 
(or the Alsands project), and in the summer of 1981 cut back 
Miberwba s¥orodictionsof toily*4 

Even more fundamental to an explanation of the 
federal-provincial conflict over energy than viewing it as a 
power struggle, is understanding what motivates each level 


of government. Certainly there is some truth to the argument 


107 With the September 1981 pricing agreement between Ottawa 
and Alberta, this order was rescinded. 
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that relatively autonomous bureaucratic factors have been 
partly responsible for the federal government’s actions to 
expand its control in the energy sector since 1973. This was 
argued in the last section. However, one must also look to 
the political bases of support of each level of government 
more fully to understand this conflict. In essence, while 
one must not oversimplify, or overemphasize the importance 
of the political, the federal government has a broader 
mandate to fulfill than that of the Alberta government. And 
with its (the Liberal government's) politcal base of support 
anchored in Canada’s industrial heartland of southern 
Ontario and Quebec, it has not surprisingly acted since 1973 
to protect those areas from the full and immediate impact of 
international oil price increases. Thus it has maintained 
‘the Canadian price of oi1 below the level of world price so 
asemtoe® guardatagainst® infdation,ofpretec#) the gindiavadua 
ecensumer, Ganda iamost Himpontantlyse toguprolectigmndusirerad 
capital, thereby giving it a competitive advantage in both 
domestic and international markets. The current Minister of 
Industry, Trade and Commerce, Herb Gray, speaking in the 
fall of 1980, has admitted this strategy. 

There is no reason Canada shouldn’t profit from its 

energy resources for its own needs. Whether that be 

to give our manufacturing sector an advantage over 

our competitors or to stimulate our equipment 


manufacturers or to ensure the country’s energy 
fillipeseNationd energy policy Seam thats 


108 Globe and Mail September 24, 1980 p. B4 
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Brom thissit*@s. butea shortemstep® tosvlargue Sthat® the 
energy conflict can be explained as that taking place 
DELWeeha.twot siractions® Of ‘capital’ with the federal 
government representing industrial capital and the Alberta 
government, oi] Capital . Although to por tray the 
federal-provincial dispute in this manner is to oversimplify 
reality, there is no doubt that, on the whole, federal 
energy policies during the 1970s (for example, maintaining 
the domestic price of oi] well below world prices, and 
creating a state oil company) have worked to the benefit of 
central Canadian capital, while the Alberta government, 
fighting for a price much closer to that of the world price 
has undoubtedly been promoting an objective which is 
welcomed by the oil industry (based primarily in Alberta). 
Despite this, however, one cannot simply portray this 
dispute as that between fractions of capital for a number of 
reasons. To begin with, to do so would assume that a 
fraction of capital (for example, oil capital in Alberta and 
industrial capital at the federal level) had "captured" 
control of the state. This would rule out any possibility of 
autonomy in state action. But if this were so, why did_ the 
Canadian Manufacturers Association (CMA) support world 
prices towards the end of the 1970s? J. Edward Newall, 
President of the CMA recently stated that, 

No one is doing us a favour by artificially holding 
down oil prices. The Government says Canada should 
reach 85 per cent of international prices by _ the 


mid-1980s. We could support a faster upward move, 
especially if that is needed to break the impasse 
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between Ottawa and Alberta and provide’ sufficient 
cash flows for the oil and gas industry to move 


anced on big projects such as Cold Lake and Alsands. 


hieindustuiabecapitaltisidictating fedenalmpolicymiakl dleast 
in the sphere of energy) why does one of its major 
components (the CMA) oppose that policy? 
There are problems with this analysis at the provincial 
level as well. For one thing, as an oi1 spokesman has_ said, 
“Alberta's royalties have for years been exorbitant,"11°, 
Since the Lougheed Conservatives came to power Alberta’s 
royalty rate for conventional oil has increased from 
approximately 17% to 45%.1'1'1 Furthermore, Lougheed’s refusal 
to give the go-ahead to the oi! sands projects has not 
pleased the companies involved. Indeed, in February 1981 
Alsands went to the Alberta government requesting a separate 
deal for its oil sands project which would allow it _ to 
proceed with the project. At the time Joe Mariash of the 
Alsands consortium stated that, 
ie the country is at all serious about 
self-sufficiency and the projects have to go ahead 
to achieve it, and there’s no way of resolving the 
dispute, maybe the Alberta government has to look at 
approving the oil sands projects separately. That's 
oOumeViiew.)' 42 

But the Lougheed government refused Alsands’ request. 

Other indications of a weakening of the oil industries’ 
support for the Lougheed government’s position lie in 
Chieftain Development’ s request for Heritage Fund money to 


109 Globe and Mail November 15, 1980 p. B 18 
110 Edmonton Journal February 24, 1981 p. A4 
111 Financial Post December 27, 1980 p. 9 

112 Edmonton Journal February 17, 1981 p. Atl 
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enable it to meet the NEP’s Canadianization requirements. 113 
Furthermore, in February 1981 the President of the CPA, JU.M. 
MacLeod suggested that Alberta was demanding too much of the 
available oil revenues and that Alberta’s royalty structure 
must be lowered on higher priced oi1.1'14 Although there is 
still plenty of criticism of the federal government, and 
speci fically@ oferthetsNneEey thissSis *changingdg Asmonestop loi 
industry spokesman has said recently: 
There’ s going to be a perceptible movement towards a 
better balance in our criticism of governments-- 
plural. You’ re going to see the burden of 
opprobrium, as it were, spread more evenly.!15 
All of this evidence seriously undermines the credibility of 
the explanation which sees federal-provincial conflict over 
energy as one solely between different fractions of capital 


opposed to one another. With this type of explanation, 


politics and bureaucratic factors are reduced to that of 


epiphenomena, surely an MUD edliis lt GuasSaMoiid Ca bl On mor 
reality. 
A more useful explanation of federal-provincial 


conflict, but one that will only be briefly mentioned at 
LHTSeDOIU eas es Lhe fll) impactcofe lis stactorgcan son | yepe 
seen in the NEP (and to a lesser extent during the period of 
the Clark government) which is beyond the scope of this 
chaptermersmthat of@another “Marxist “concéptiion-sSiithat of 
fiscabeecmisise Quite tsimplyuUthis#analysousesees (contemporary 


113 see Richard Gwyn “Lougheed an oi] industry ‘enemy’ ?" 
Edmonton Journal February 24, 1981 p. A4 

MASE lobe ana wai! February 28, 1981%p. 4 
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capitalist societies undergoing a fiscal crisis-- this being 
defined by James O'Connor as the “tendency for government 
expenditures to outrace revenues."'116 With a deficit that 
has increased from approximately $2 billion in 1975 to 
almost $14 billion in 1980, the Government of Canada has not 
escaped this trend. Of course all capitalist economies have 
been running deficits for years, this being fundamental to 
the economic strategy which has dominated western government 
planning since WWII (with the recent exception of Margaret 
Thatcher’s Britain). However, it is the combination of 
expenditures exceeding revenues, along with a contracting or 
at the least stagnant economy, that has thrown the Canadian 
economy into a state of crisis. Thus the federal government 
has made greater attempts, beginning in 1974, to acquire an 
increased portion of the revenues from one of the few growth 
sectors of the 1970s-- the oil and gas sector. This can be 
most clearly seen in the 1974 decision to disallow the 
deductibility of provincial royalty payments from_ federal 
income tax and in the government’s commitment to higher 
Daleesm Ofmmcdndaidaa: Cll, “which “Was expressed "by |) Prime 
Minister Trudeau a bee theevApratieee SiS ISP rrSste Ministers 
Conference. 
my colleagues in the government and I have come 
reluctantly to believe that the price of oil in 
Ganadan musts iqgoOeUp--sup towdrds *theswor |aeprrce eit 
need not go all the way up. We should watch what 


happens to the world price and decide from year to 
year what we should do. 


116 James O’ Connor The Fiscal Crisis of the State 1974 p. 2 
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The 1976 energy document, An Energy Strategy for Canada also 
outlined the necessity of moving "domestic oil prices 
towards international levels,"'17. And Canadian oil prices 
were moving towards international levels in this period. As 
mentioned above, by 1978 Canadian well-head prices were 76% 
of the world price. However, with the Iranian revolution and 
the doubling of the international Oil pritcer (this eebeingera 
much greater absolute increase than the 1973-74 increases) 
the government was forced, for the moment, to abandon its 
efforts to price domestic oi] near that of international 
oil. Thus, in the period between 1974 and 1980, the 
existence of moderate fiscal crisis did have some, albeit 
not the most important, influence on federal energy policy. 
However, its importance in influencing policy was growing in 
the latter half of the 1970s, culminating, as will be seen 
shortly, with the latest government energy policy-- the NEP. 
The final section of this chapter will now briefly examine 


the energy policy of the Clark Conservative government. 


CLARK’ S ENERGY POLICY 

Although the Clark government held power for a mere 
nine months it is nevertheless important to examine the 
Conservative’ s energy policy as it did represent a 
significant departure from that developed by former Liberal 
administrations (and eventually was a major cause of the 
Government's defeat). More importantly, however , qt 


117 EMR An Energy Strategy for Canada (1976) p. 126 
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demonstrates the importance of the structural barriers which 
his government faced, and which eventually forced him to 
make significant alterations to his energy policy (notably 
in regards to Petro-Canada). 

During the 1979 election campaign the Conservatives 
made much of the wastefulness of the Liberal government's of 
recent years, promising to reduce the number of government 
employees and to eliminate many of the unnecessary Crown 
Corporations which had multiplied during the Liberal years 
in power. Of principal concern was the state oil company-- 
Petro-Canada. The Conservatives had always opposed 
Petro-Canada since its incorporating legislation was debated 
and enacted in 1975. In June 1976, Sinclair Stevens at a 
press conference, held after speaking to a taxation seminar 
of the Canadian Petroleum Tax Society in Calgary, Wee se laats 
party's objections to the state oil company, saying that: 
ae hea@epub hi cs @companyenisornot needed and is causing 
complications which we can do without."''® Two years later 
Calgary Centre MP Harvie Andre, speaking in the House about 
dismantling Petro-Canada stated that: "We are talking about 
the same people who run the Post Office, for goodness’ sake. 
If they cannot deliver a letter, how the heck are they going 
toekindtoimmandegas:e' '2tAndsinethesiS/ Ire lection tecampatigns 
Clark Offrota Iniy declared that Petro-Canada would be 
dismantled. 


118 -Q}lweek-June-28, 1976 p 21 
119 June 20, 1978 3rd Session 30th Parliament House of 
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In order to understand the Conservatives’ rather sudden 
hostility towards state involvement in the economy, it is 
necessary to return to their 1974 election defeat. After 
all, it was under (federal and provincial) Conservative 
governments that well accepted institutions such as the CNR 
and Ontario Hydro were formed. So why the change in party 
policy? Basically the change can be traced to 1974 when’ the 
Conservatives suffered a severe election defeat after 
proposing massive state intervention in the economy to 
implement wage and price controls. In reaction to this 
defeat, the ideology of the right wing, premised upon 
Friedmanite economics, began to accede to dominance within 
the party. This was reflected in the election of right 
winger Robert Coates as Party President and increasingly 
anti-statist stands on government involvement in the 
economy. As Jeffrey Simpson writes, “Having seen their 
proposed state intervention in the economy rejected by the 
voters, the Conservatives retreated to hard-line, free 
enterprise positions." 12° 

After winning the 1979 election, Clark, partly in 
observance of party ideology but more importantly in an 
attempt to shake his image as indecisive and weak, in_ the 
face of considerable internal opposition, was determined to 
keep his election promise to dismantle Petro-Canada. However 


he was to encounter numerous’ problems-- from within the 


120 Jeffrey Simpson Discipline of Power Personal Library 
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federal Conservative party, the provincial wing of the party 
(notably from Ontario Premier William Davis), public 
opinion, and even, ironically, from the petroleum industry. 
To begin, by the time the Conservatives took office the 
hostile attitude of the industry toward Petro-Canada had 
abated considerably. Although still opposed to 
Petro-Canada’ s special advantages on the frontier, the state 
011 company had become an accepted institution. In _ the 
spring of 1980, the CPA stated that it viewed Petro-Canada 
as” antacteofmhifte teandewouldemaccept imitseasinoarifjaoie the 
industry as long as it “is not given privileges and if it’s 
treated like any other (private) corporate entity."121 And 
Phelps Bell, an Imperial Oil executive in Ottawa stated that 
Imperial can "live with PetroCan or without it."122 Indeed, 
because virtually all the money which Petro-Canada has spent 
on exploration and development was done through joint 
ventures with other companies, Petro-Canada was increasingly 
viewed by much of the industry as a’ necessary source of 
federal money for highly capital intensive ventures and as 
an entity “to ' reduce risk.» CarlroNickle; President of 
Conventures Ltd. in Calgary, has said that, ‘"PetroCanada’s 
partnership with Imperial, Dome, Sun 011 and Chevron on the 
same basis as other private companies is an indication of 


the acceptance, though sometimes reluctant, of the role of 


PZ Ghabemand Nail April 17, iS60s pi by 
122 The Financial Post June 9, 1979 p. 4 
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the government oi] company."123 Furthermore, Nickle himself 
was against selling off Petro-Canada, feeling that "The 
money it would take to buy’ the company could be better 
invested in new projects for. the discovery of new 
energy.’ '*4 Thus, by the time Clark came to power a 
significant part of the industry actually wanted to retain 
Petro-Canada. 

Not only did the industry accept Petro-Canada, but the 
public did as well. A July 1979 Gallup Poll found that 48% 
of the respondents were opposed to selling shares of 
Petro-Canada to the private sector, with only 22% in support 
of the idea. '*5 The Iranian revolution and the subsequent 
loss of) tizaniantmsuppilizesgeahso fcomtributedmato tekark’s 
problems as it enhanced the public’s apprehension = about 
energy security. Furthermore, Exxon’s decision unilaterally 
PORecUlLbacke2e 5-801 81 LSySUDpI ies ito Imperiaim ineeeaniye mio 79 
rekindled the public’s distrust of the major (predominately 
foreign owned) oi1 companies and increased their desire to 
see a strong state oi] company. Even within his own party, 
support for Clark’s position on Petro-Canada was_ tenuous. 
Jeffrey Simpson’s study of the Clark government s short 
stint in power, Discipline of Power, reveals just how 
eublewesuppomt. Glark had “from@inis. 2own ssCaaine tea oeni1on 
members such as the Secretary of State for External Affairs, 
Flora MacDonald, Finance Minister John Crosbie, David 


123 The Financial Post June 9, 1979 p. 4 
'24 IBID p. 4 
125eJeffrey Simpson op. cit. p. 164 
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MacDonald and eventually even Energy Minister Ray Hnatyshn 
all supported the retention of Petro-Canada.12& It was 
pressure from all these sources that led the Conservatives 
to a major policy change regarding Petro-Canada. This was 
evident in Hnatshyn’s announcement in mid-August 1979 that 
due to circumstances which had changed drastically since the 
Conservatives had made their election promise to "privatize" 
Petro-Canada, aside from minor sections, Petro-Canada would 
not be sold to the private sector. As Simpson notes, with 
this statement Conservative policy regarding Petro-Canada 
had changed markedly since 1975. 
With Hnatyshyn’s statement, the Conservatives had 
changed direction completely since their days in 
Opposition: they had gone from arguing that 
PetroCanada was unnecessary (1975), to allowing that 
PetroCanada was necessary but better off entirely in 
private hands (1978), to conceding that PetroCanada 
would be only partially sold off (1979) to deciding 
that PetroCanada would remain largely intact.'2? 

But this was not to be the Conservatives’ final 
position on the state oil company. In August 1979 a _ Task 
Force headed by Don McDougall was commissioned to advise the 
government as to the “procedures for transferring 
Petro-Canada to private ownership, which of the existing 
assets of Petro-Canada might most benefically be returned to 
the private sector, as well as means of broadening Canadian 
participation and ownership in the petroleum industry."'2® 
When the Task Force presented its report on October 15, 1979 


126 Jeffrey Simpson Discipline of Power1980 p. 163 
wacleffréey’Simpsonhops citinp. 166 
128 Report of-the Task Force on Petro-Canada October 15, 
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it proved to be entirely unacceptable to the government. In 
essence, the report recommended that the government give 
away all the profitable parts of Petro-Canada and retain the 
unprofitable, high-risk operations. To Finance Minister John 
Crosbie, already facing a massive deficits these 
recommendations were entirely unacceptable. Furthermore, 
Clark received no support from Ontario Premier William 
Davis. Speaking in the Ontario legislature the day after the 
report was released, Davis spoke clearly in favour of 
retaining Petro-Canada: 

Our government believes the present national 

responsibilities of Petro-Canada should be retained 

and that the federal government should retain 

ownership of PetroCanada as a national publicly 

owned petroleum insitutuion. 12° 

Clark then had a Cabinet committe headed by Hnatyshyn 
and the Minister of State for International Trade, Michael 
Wilson, formed to study the task force report and form an 
acceptable policy on Petro-Canada. Its report, made public 
during the 1980 campaign, recommended that Petro-Canada 
remain a corporation but that every Canadian over 18 as of 
July 1, 1980 be given 5 free shares valued at $10 each. When 
those presently under 18 reach that age they would then 
receive 5 shares as well. Individuals and institutions would 
be allowed to purchase additional shares as long as no 
individual or insitituion’s holdings exceeded 3% of the 
total number of outstanding shares. As well the Government 
would retain one-third of the shares. Again, this’ report 
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marked a significant change in government policy. From 
having once viewed Petro-Canada’s existence as unnecessary, 
the government was now advocating the retention of the 
company with the Government itself maintaining controlling 
interest. 

Why the change in policy? The most convincing reason is 
that Petro-Canada had become so _ big't3° and had come to 
occupy such an important and necessary place in the industry 
in) beth! {thes }indusitries’ oe andéthespubilic¥sropiinionmthat fait 
simply could not be disposed of. Elaine Dewar writes that, 

In just four years it had grown so large and complex 
that no one could take it apart. Even the Tories who 
had come to office with an ideological commitment to 
do away with it, found the siren song of this policy 
instrument undeniable. ‘13! 

Despite Clark's wel] Known difficulties with 
Petro-Canada, his energy policy was not solely concerned 
with the state oil company. It was also notable for the 
great difficulty he had in reaching a pricing agreement with 
the Lougheed Conservative government.'3? What is significant 
aboutme€ lank*siedisputes withnrlougheedesisy that ewhile in 
opposition he was a strong supporter of provincial rights, 
ail: «= GuPUGle wreaalletey mel fonrpiket  inicy leiefejcys) We) Meciilizds Weees als 


federal government, in order to perform its duties, was in 


desperate need of increased revenues, and that the petroleum 


130 Ags of December 31, 1979 Petro-Canada’s assets stood at 
$2.7billion-- see Petro-Canada Annual Report 1979 

131 Elaine Dewar op. cit. p. 26 

132 Of course, the Alberta government was not his only 
obstacle. He also had the even greater problem of William 
Davis of Ontario with which to contend. 
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sectone waseithe  logicalneplacesatatifooke?finst. Clarkrwas 
willing to offer Lougheed a significant increase in the 
well-head price of oil (up to $6/barrel/year) in return for 
Alberta's promise that the federal government would receive 
enough revenue to offset a significant portion of the impact 
of the higher prices in the rest of the country (and for 
those less well off). However, Lougheed refused to make 
significant concessions and no agreement was reached. 
Additional evidence of the Clark government’s need for 
increased srevenues ris found sin -ethe? Crosbie *budget: %of 
December 1979, where it was declared that the well-head 
price of Canadian oil was to reach the lower of the U.S. 
price measured at Chicago or the international price by 
1984.1'133 Of this increase the federal government was to take 
a significant portion. The budget stated that: 
We intend to ensure, through our new energy tax, 
that the Government of Canada obtains roughly half 
of the returns from oi] and gas price increases that 
exceed $2.00 per barrel and 30 cents per thousand 
cubic feet per year. On this basis the Government of 
Canada will have sufficient revenues’ from the 
increases in oil and gas prices to carry into effect 


energy programs, conservation programs and offset 


programs to assist the regions and people of Canada. 
134 


Although Clark came close to reaching an energy 
agreement with the Lougheed government, the agreement was 
not achieved before the government fell. But more 


Signiricantly, im the political lyeecrucidi provinces. of 


133 Department of Finance Budget Speech The Honourable John 
Crosbie (December 11, 1979) p. 4 
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Ontario, which contained one; thandanot hathehecounmtryes 
population and about one-third of its seats, agreement with 
Davis was never close. In a_ statement on oil pricing 
released in» ’/ August’ 1979," Davis ‘established! a. ‘position 
completely opposed to that of Clark by stating that "the 
world price should not be regarded as the target benchmark 
for pricing Canadian crude oi1; and Canadian prices should 
be below the average United States oil prices at Chicago" 135 
Furthermore, this document stated that "Ontario is opposed 
to any immediate price increase beyond the current January 
1980 agreement which calls for a $1 per barrel increase."136 
These statements made clear Davis’ opposition to Clark's 
decision to raise Canadian prices to world levels. Failing 
to win the support of both Davis and Lougheed hurt Clark 
greatly as it reinforced the public’s already low opinion of 
him as a statesman. Clark had great hopes that his 
Conservative government would be able better to negotiate 
with the Conservative government's in Alberta and Ontario. 
But his experience was only to prove that similar party 
affiliation and ideology is not enough to overcome the more 
immediate and pressing realities of economic interests and 
political expediency. 

Whatet does? ‘thes Glark? perscdimeansm inand ightg  ofedhe 
analysis presented in this chapter? Most importantly one can 
see the continuity of problems with recent’ Liberal 
eT neraDavi sain Government of Ontario, "Oil Pricing and 


Security: A Policy Framework for Canada" August 1979 p.2 
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administrations that Clark had to face and how they limited 
his policy options. Thus there was the public’s renewed 
apprehension over security of supply (this being due to the 
1978-79 Iranian revolution and loss of supplies137), the 
intensifying fiscal crisis (considerably accelerated since 
the 1979 international oil price increases), the conflict 
with Alberta over pricing and revenue sharing, and finally, 
the acceptance by much of the industry (and the public) of 
the need for Petro-Canada. Although the Clark government did 
develop an alternative and much tougher energy policy from 
that of the preceding Liberal governments it is also true 
that a major component of that policy (that dealing with 
Petro-Canada) was greatly compromised, due to the ongoing 
presence of the above’ structural constraints. Ultimately 
these constraints were to pose a much more serious obstacle 
for the Clark government-- its electoral defeat on December 


icerero7ontafter: less than’ months in ‘power. 


CONCLUSION 

This chapter has made no attempt at a comprehensive 
analysis of energy policy throughout the 1970s. What has 
been done is to select a number of important trends and 
developments of the period, describe them, and to a lesser 
degree analyze them. Their importance will become more 


apparent after an examination has been made of the NEP. But 


137 This will be dealt with more thoroughly in subsequent 
chapters. 
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to anticipate briefly, one can see the basis of the NEP 
developing throughout the 1970s. Thus, for instance, one can 
see the growing concern by the federal government of the 
dominance of the (foreign-based) multinational oi] companies 
in the oil and gas sector. One can also see the roots of the 
1980 frontier oil and gas legislation (Bill C-48), a crucial 
component of the NEP, in the 1976-77 Bill C-20 (complete 
with its own earlier version, in much less explicit form, of 
"Canadianization"). However, there are important differences 
as well. For one, the role of Petro-Canada under the NEP has 
been greatly expanded, although one can see that advantages 
for the state oil company were also present (but in more 
moderate form) in the earlier Bill C-20. As well, a number 
of ~important circumstances changed “ins the late 1970s, 
notably after 1979, with the intensification of the fiscal 
crisis (the effects of which could be seen on the Clark 
government and which are again reflected in the NEP). One 
can also see that the latest energy program is much more of 
aepo Wit calm idocument Pthan #eilthermthes19/ohogms i beeneggy 
documents, and it reflects a revival within the _ federal 
government of economic nationalism. But most important to 
note about 1970s energy policy (which continues to be 
Manitestedy ins the’ aNEP)*oiser thetdedicataonyofrthetfedenail 
statemto: thecinternestsr of! iprivateancapitayl. (ihe nextrptiwoe 


chapters will now describe and analyze the major components 


of the NEP and its component Bill C-48. 
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III. The National Energy Program-- An Analysis 
INTRODUCTION 

The energy program (NEP) which emerged out of the 
Liberal election victory in the winter of 1980 was in a 
number of respects quite different from past Liberal (and 
particularly Conservative) energy policies. It was decidedly 
interventionist, centralist, and nationalist aes 
orientation, while concomitantly enhancing the position of a 
number of fractions of Canadian capitai-- namely large oil 
capital and central Canadian industrial capital. Indeed, 
this program serves primarily to benefit particular 
fractions of Canadian capital, as well as the federal state. 
How does one explain the NEP? What were the major factors 
which led to its design? Was the NEP a policy designed 
merely for political expediency, or was it part of a much 
larger design which had as its objective the Canadianization 
of a much larger portion of the economy than just the energy 
sector? 

In explaining the NEP three fundamenta |] and 
interrelated factors influenced the design of this policy: 
economic, political, and international. On _ the economic 
side, there is little doubt and considerable evidence that 
the policy was designed to serve the objective requirements 
of Canadian capital. Briefly, evidence for this assertion 
lies in the cash incentive grants which clearly discriminate 
in favour of Canadian-owned and controlled oi1 companies, 


(particularly large Canadian companies), the requirement of 
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50% Canadian ownership in the oil and gas industry by 1990, 
and the Canadian procurement regulations concerning goods 
and services used in the industry, contained in Bill C-48. 
(This last point will be dealt with in the next chapter. ) 
Furthermore, the expanded role of Petro-Canada was not 
intended to replace private Canadian capital, but to 
supplement its efforts to ensure a stable supply of oi1 to 
Canadian industry and consumers. The key question which 
remains to be asked is why did the federal government design 
the NEP to (primarily) aid Canadian capital? The answer lies 
in the fact that the Canadian oil] and gas sector in 1980 
remained heavily dominated by foreign-owned and controlled 
interests. In 1980, 74% of revenue and 62.2% of assets of 
the petroleum industry were owned by foreign-based 
companies. 138 Furthermore, the petroleum sector was the 
most profitable sector of the Canadian economy’ throughout 
the 1970s and with the 1979 international price increases, 
promised to become even more profitable (if the federal 
government allowed the domestic o0i1 price to reach world 
levels.)138 Hence it is clear that the federal government 
wanted to encourage Canadian capital (both oi1 and non-oil) 
tomexpand. its investment inethesoi Imandegasesector fein order 
to ensure that this key sector came under Canadian control. 


138 Petroleum Monitoring Agency Canadian Petroleum Industry 
1980 Monitoring Survey Table 8.1 p. 41. 

139 With the increasing burden of the Oil Import 
Compensation Program as well as continuing pressure from 
Alberta, the pressure to do precisely this was intensifying. 
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This would mean that the profits generated'4° in this sector 
wou Id remain within the country and thereby generate 
additional growth in other sectors of the economy. 

However, the NEP cannot be explained solely as an 
effort to improve the position of Canadian capital, 
(although Canadianization jis certainly the heart of the 
program). If this were the case, the Liberals could have 
pur sued additional tactics such as _ lowering’ industry 
taxation rather than introducing the Petroleum and Gas 
Revenue Tax (PGRT). However, this tax, in addition to the 
phasing out of federal subsidization of imported oi1, which 
shifts the burden of bearing the international price of 
imported oil to the consumer, through the Petroleum 
Compensation Charge (PCC), has been implemented with another 
important objective in mind: improving the federa | 
government’ s fiscal position. Since 1974 the _ federal 
government had subsidized the import price of oil and after 
the’ large 1979 international price increases, this burden 
became extensive and began to cause a significant drain on 
federal reserves. In James O’Connor’s’ terms the federal 
state waswexpeniencingean’ fiscad crisis; 44) 

From this one can observe that the federal government 
believed that both the requirements of Canadian capital 
(particularly in light of the heavy foreign domination of 


140 the federal government expects the oi! and gas sector to 
be the major source of growth in the economy during the 
i980s! 

141 Qf course there were additional factors causing this 
"fiscal crisis", and these will be dealt with below. 
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. the energy sector and the 1979 international price 
increases) and the fiscal crisis existing at the federal 
level of government, necessitated changes in the sector of 
the economy that had been the most profitable throughout the 
1970s-- the energy sector. Hence both these factors (which 
one can classify as economic) had a major influence on_ the 
formation of the NEP. 

The second major factor which explains the NEP is 
political. There are two basic components of this. The first 
is that when the NEP was designed the Liberals were in 
opposition, and the second is the antagonistic relationship 
between Ottawa and Alberta over energy which had existed for 
at least six years prior’ to the NEP’s release. There is 
little doubt that after their defeat in 1979 the Liberals 
feared that their support was being eroded by the growing 
popularity of the NDP, and the argument can be made that the 
NEP was designed to shift Liberal policy to the left and 
thereby recapture support which had been lost to the NDP. As 
for the antagonism between Ottawa and Alberta, there is also 
little doubt that the enormous and expanding wealth of 
Alberta was of concern to the federal government, as they 
feared that this heavily-concentrated wealth in one province 
would undermine Ottawa’s control of the economy. Hence it 
has been argued that the NEP was also designed to reduce the 
rate of growth of Alberta’s revenues thereby enhancing the 
fiscal position of the federal government. Although it is 


true that the basis of this fear was in economic 
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developments-- the deteriorating fiscal position of Ottawa 
relative to Alberta (and the other Western oil producing 
provinces)-- it is nevertheless true that Ottawa’s response 
became one which was deeply enmeshed in the political. 

The third factor which must be examined in order to 
understand the NEP is a development within the international 
petroleum market in 1978-79-- namely the doubling of the 
world price of oil in the wake of the Iranian revolution. 
This development was of critical significance in influencing 
the NEP as it significantly exacerbated the federa | 
government’ s fiscal crisis and hence contributed directly to 
the decision to increase federal revenues from the oi1 and 
gas sector, phase out the Oi! Import Compensation Program, 
and proceed with the Canadianization of the oil and gas 
sector. 

Having established the objectives of this chapter, I 
will now pursue a more detailed analysis of the NEP, 
beginning with an examination of how the NEP compares’ (and 
differs) with past energy policy. This will be followed by 
Ahewexdaind wOnemottathewmeimpact Hotm thes 19749 sGRECaepnace 
increases on Canadian energy policy and how this renewed 
concern within federal ranks over the high levels of foreign 
control in the oil and gas sector. The political factors 
which led to the NEP will then be examined, followed by an 
analysis of the NEP which argues that, contrary to industry 
fears of the NEP reflecting the objectives of a “socialist” 


government , the NEP is rather a policy intended to 
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Sstrengiheny thet isca latpositiondyoferthe: federal Statehand 
enhancevithe position of! *particulart fractions’ tof Canadian 


capital. 


CHANGE AND CONTINUITY WITH PAST ENERGY POLICY 

Perhaps the most obvious area where the NEP differs 
from past policy is -°in» the nationalism “it exudes. For, 
clearly, the document reflects a return to the nationalism 
of the early 1970s when such institutions as the Canada 
Development Corporation (1972) and the Foreign Investment 
Review Agency (1974) were created. Indeed, Richard Gwyn has 
declared the NEP to be “the most ambitious program of 
nationalist-inspired state intervention in_ the economy 
attempted by any Canadian government since World War I1."142 
Yet there is an important difference between the mood 
prevailing today and that of a decade ago. Both the CDC and 
the FIRA have long been decried as hapless instruments’ in 
the effort to assert Canadian nationhood. The CDC has proven 
at best a moderate success'*3, while FIRA’s record on 
preventing foreign takeovers has been less than spectacular, 
with its approval rate being somewhere in the vicinity of 
80%. The NEP, however, reflects the efforts of a government 
much more dedicated to nationalism (if only in the energy 
Sectoneathan tthem@governmentesofeethe canlyouoi0s. indsmis 
evident from the number and variety of instruments’ being 


142 Richard Gwyn Toronto Star October 29, 1980 p. Al4 
143 see Marsha Gordon Government in Business C.D. Howe 
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used to implement the latest energy policy-- the Petroleum 
Incentives Program (PIP), the Petroleum Monitoring Agency 
(PMA), Petro-Canada, the department of Energy, Mines and 
Resources and to a lesser extent the Foreign Investment 
Review Agency (FIRA). The critical question which needs to 
be asked is, which interests benefit from the reassertion of 
this nationalism? As will become clearer below, it is 
precisely the prevailing dominant fractions of Canadian 
capital, as well as the federal government, which stands’ to 
gain the most from the NEP. The latest energy policy is 
indeed a most convincing assertion of bourgeois nationalism. 

Closely related to the nationalism exhibited in the NEP 
is the decidedly interventionist stance which the state is 
taking in the energy sector. The creation of Petro-Canada in 
1976 had demonstrated that the federal government was no 
longer content to leave the entire energy sector under the 
sole (direct) control of the private sector. The NEP 
reflects a reassertion of this same attitude, as it has 
allowed a significant expansion of the state oi! company 
with the takeover of Petrofina of Belgium. Indeed, 
Petro-Canada is one of the government’s major instruments to 
be used for Canadianizing the 011 and gas sector. Clearly, 
the federal government felt that current public’ sector 
participation in the oi] and gas sector was too low. The NEP 
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Events since Petro-Canada was created have 
reinforced the general appreciation of the positive 
role that can be played-- and has been played-- by 
such an instrument as a "window" on the industry, a 
stimulus to activity, and a supporter of domestic 
industries providing goods and services to. the 
energy sector. Nevertheless, direct public sector 
participation in this sector remains too low. By 
world standards, the degree of private sector 


involvement in the Canadian oil] industry is high. 
144 


Certainly the degree to which the government is determined 
to intervene directly in the energy sector is one of _ the 
major aspects of the NEP which differs the greatest from 
past energy policy. 

Another element of the NEP which differs from past 
policy is in the incentive grants (implemented through the 
Petroleum Incentives Program or the PIP) offerred to 
industry. In the past certain expenses such as_ earned 
depletion and super-depletion were deductible from federal 
income tax. However it was realized that this system 
benefited the large (primarily foreign-owned) firms much 
more than the smaller Canadian independents, thereby 
Reinforcing stOrelgn CONUroll int thesoml and «qas sector... ine 
new PIP program differs considerably from the past system as 
it consists of cash grants not dependent on the company 
having taxable income. Thus the small company will qualify 
for the grants even if it does not have any taxable income. 
In other «respects, however, the (PIP. grants maintain a 
COnUine ty umwithempast: POlICY, will Geceeyv (Jen lainetie tar 


that they continue (admittedly with an enhanced level of 


144 EMR NEP (1980) p. 20 


banimialea et Ins 
sa? to SAG ef “OlaBe 


mot? faapsanp Sat ental tb: catm 


leno mn" a "ot? mo rico? AL 554 : 
af} dguoutl Ssltemetgoir! 2 tieeng’ 5e1 pai ae 
eu sa 12874 > wiltt isAi ww metre tP 


Hen TES “25 fiigu2 apariegs? nied ea jeaq anit nhs any 


S4ana) mort sldtiadbep 9% en aoe trie : ie 
a? ae 7 Ce at a 


Ms 


meadave cidt” ee 35M. it [Po a od : 
jouncmt? VhanwGi-naisic® vi taal rca ‘eer! ott — ist +4 
vais vari 2trebnedayai ig toned asi site ante Kasted 

aa? rOsse8 280 bas feb ont AK, Leystpiso tigtinac? snr 
44 Wateve tasq oii ner tds nee ane srstt tt nargeng 916 
yesgies. 60% fo Tasbnedst fob” ‘Sey Ades 8 ar a ; 
vtileup > (Thw Yragteo heme sett, aunT canner t mead ntvert 
eon eidasns were svori ‘on ae tr mave stung an 2 Br 
g Wesiniam aamang’ 9!9 ont etoveuon aie or 
Ise? ort wt teblive 2i eneat nantod: Teag tia i 
ta level tawdaerine os it ea ee sunt SDS 


-=-+ «> =o. 


| BS a (0801) 63M 


100 


dedication) the federal policy of encouraging frontier 
development (which began seriously with the introduction of 
super-depletion in 1977). Clearly the government has decided 
to continue (and enhance) its encouragement of frontier 
development. This is most obvious, of course, in the fact 
that the exploration and development incentives are heavily 
weighted to favour frontier investment. These incentives 
(assuming maximum Canadian ownership and control), allow up 
to 80% of exploration costs and 20% of development costs for 
companies operating on federal lands, as opposed to only 20% 
for exploration and development costs for companies 
Opend UiNngm. on em Province ldase=s ldndS 7 stOusoem Whitten Oli =n 
defending this system of aearces the federal government 
argues that the provinces have their own exploration and 
development incentives and that if the federal government 
were to equalize payments to firms operating on provincial 
lands it would increase to unacceptably high levels’ the 
economic return to the operating companies. Although there 
fommOmeCOUDLemSOMe s LhUth (tO Stirs sama more convincing 
explanation is that the incentive schedule is inextricably 
involved with the federal-provincial dispute over 
revenue-sharing which has been such a prominent federal 
concern since 1973. 

The final area of significant change from past policy 
is the dedication contained in the NEP to Canadianize the 
Cummandm@ecasssectom., Gertainly thismisei ts \ the NERS emacs 


prominent feature. In noting the low degree of Canadian 
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participation in the oil and gas sector the document = states 
its intention to increase this level of participation. With 
this objective in mind it notes that, 
while there is an important and entrepreneurial 
Canadian presence in the oil and gas sector, the 
involvement of Canadians through private and public 
sector corporations is still unacceptably low. The 
challenge is to effect the changes required to 
alleviate these problems. 145 
Although Canadian ownership requirements were formulated in 
the 1976-77 frontier regulations, the NEP, through the 
discriminatory PIP, the expansion of Petro-Canada and the 
Canadian procurement regulations contained in Bill C-48, 
demonstrates a dedication to Canadianization which has not 
been seen in the past. 

However, not all (or even most) aspects of the NEP 
reflect a sharp break with the energy policy of the past few 
years. Indeed, there are a significant number of areas of 
continuity with past policy. One of the most important 
policies which demonstrates this continuity can be observed 
ins thencontinuationiof thesoft-oid? policy of paste wearsje 72 
The importance of reducing 011 consumption is evident from 
the following passage from the NEP: 

the National Energy Program establishes the basis 
for detrulyedramaticeshift: ini sCanada Ss @pattern sot 
energy use-- away from oil, toward gas, electricity, 
renewable energy and coal. This “off-oil" conversion 


program, therefore, is a cornerstone of the drive 
towards independence from the world oi1 market 


145 EMR NEP (1980) p. 23 
146 This, along with Canadianization, is a major goal of the 


NEP 
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within the decade. 14? 

The objective of the program is to reduce oi1] as a source of 
energy from its 1979 level of 42.6% to 26.7% by 1990, while 
concomitantly raising the contribution supplied by natural 
gas from its 1979 level of 18% to 22.7% by 1990. Similarly, 
the contribution of electricity will rise marginally and 
renewables will almost double LO. Ogee 

There are a number of ways which the government intends 
to use to encourage the substitution of natural gas and 
other energy sources for oi1. Under the original pricing 
schedule contained in the NEP 14° the price of natural gas 
was to fall relative to that of oil, from a level of 80% in 
1980 to 67% by 1983.15° In addition to the encouragement of 
substituting natural gas through lower prices there are a 
number of other ways which the NEP outlines to reduce demand 
for oil. Federal grants covering up to 50% of the costs of 
an individual’s converting his/her home heating system from 
oil to gas, electricity or some other energy source (to a 
maximum of $800), will be made available.'5' There will be a 
reduction in the availability of heavy fuel oi1152 which 
competes with natural gas in many industries. This will 


PPS EMRANEP 1980) pb. 54 

148 EMR NEP (1980) p. 100 

149 Of course, with the new pricing agreements signed 
between Ottawa and Alberta, British Columbia and 
Saskatchewan in the fall of 1981, this pricing schedule 
becomes outdated. However, as will be seen in the 
examination of the new pricing agreements, basically the 
same incentives are offerred for the substitution of natural 
gas tarpon! - 

t3¢ (EMR NEP (1980) p. 32 

151 EMR NEP (1980) p. 56 

142 IBID P. 62 
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largely be accomplished by upgrading present refineries so 
that they can refine heavy oil. As well, the extension of 
the natural gas pipeline from Montreal to Quebec City has 
already been approved and it will likely be extended to’ the 
Maritimes by 1983.15 

The NEP also outlines a larger role for renewable 
energy, although this is a relatively minor aspect of the 
Gft<oil strategy. att involves government - financed 
demonstrations of renewable energy systems such as wood 
gasification, photovoltaics, wind power etc., conservation 
measures, and the establishment of a new alternative energy 
corporation, initially as a subsidiary of Petro-Canada, 
Erientecm *Camada, with initial funding of $207mi lion. >? 

Finally, in the area of conservation the Canadian Home 
Insulation Program (CHIP) budget will be more than tripled 
to $265 million annually, its objective being to upgrade "70 
per cent of Canadian homes by 1987."'155 As well, any new 
residential housing "for which federal financial support = or 
backing (e.g. under the National Housing Act) is sought 
aftenaduly 1, *1981, - must meet “federal energy” -eff iciency 
standards see" lia the industrial@™ sector Siiruule *valongsethe 
line fof @Mimoroving conservation ver®efivetrency is offerred: 
The same can be said for the transportation sector although 


brief mention is made about new legislation to establish 


153 IBID p. 58 
154 EMR NEP (1980) p. 67 
185 IBID p. 69 
156 IBID p. 70 
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mandatory mileage standards for automobiles.15? 

Additional evidence of continuity in the NEP can be 
seen in the back-in privileges granted to Petro-Canada, the 
basic royalty and the Progressive Incremental Royalty (PIR), 
the Canadian content regulations for companies operating on 
the Canada Lands, and the increased level of ministerial 
discretion granted to the Minister of Energy, Mines and 
Resources. All of these regulations were contained in the 
earlier Bill C-20. These areas of continuity will become 
more apparent in the analysis of the NEP which follows’ in 
this and the next chapter. It can be stated here that on the 
whole the NEP demonstrates more change than continuity with 
past policy. 

There is one final area where the NEP constinues a 
trend which has been emerging in federal energy policy 
throughout the 1970s. This is that the NEP continues (albeit 
On altebarger ‘scale)ooto’? refleche thesnetior tsyveoiiabstate 
determined to increase its control over the crucial energy 
sector-- both for purposes of security of supply and to 
increase its share of revenues from the petroleum. sector. 
Yet in expanding its role in the energy sector the state is 
not attempting to squeeze private capital. Indeed it 
ultimately remains an actor working for both capital and to 
strengthen the capitalist relations of production already 


predominant in Canadian society. 


‘ 


30d aaa | i 
, ae taka ne 7 = NE OE 
no onthe sago 2atnatnns 197 2 nOeD 5 nage iontnen# nets ans org 


-_ or ae -—). cna’ et! 
ler seleratm, Fo Esve! hoz — a P ne at bd = ) oT! 


bins saniA .voqens to vader 


oS oe ene 


ott oni Batikefqed 9*ew. anchiahay — MAST 8 Hie 288 quoe 


+ 
peo 


annaad iliw-ytinkines To! 26878 se (Of- y ce i or. 


- 


ni Bwolle? rotdw 83 eh .t sieuiehe ont nak tre 5998 810 
at) AG deri? ee balsle' sd nso oi alaero oxen sat sna atdt 
fijtw vthunhinos: AaM spnars s ccm aston. 3 i” et slorw 

¥2} logy ts tese 


| - ; 7 Sat —_ 
6 @sunttenrcd 924 sn}. s48nW | Bene tent? aria ai aren 


ynriog yo(sae Lensoate rile preg tae and ad aa 


a'isias Io. erotte. sat dane ia)eca 

uit) ina ent radia ot hee i ‘Ist 

ot ens “idqwe Fo viruses “40 senders aoa: Wtod -090 

i. 7 

. volse2: musta yen gad ine ian anaes 3) ‘sesesor 

— F 7) a, | 

al 

: oe ‘ in 

7 hi heshnil lad hes éisvi4d. ox apo o! perdepmitis 

pie Te 2qe9) dod sesh ee ance 
ot bre sé 162 VEO 207 pr a sabia - 

— : 


HF tau 9 F ae 
heels tof Fouibe a to Snore oA 
ved 7 a ¢ - : 7 ss : 


2 
iD 
‘* 
o 


vo"ene > fsicuro °on 


2t otuye ert injasd yoiene amy, Or ati eitenap 


7 
Roamans 


: 


105 


The following sections will now attempt to explain the 
formation of the NEP. The three factors mentioned above - - 
the role of the political, the economic and the 
international-- will be elaborated upon, beginning with = an 
examination of the developments within the international 
petroleum market in 1978-79 and their influence on Canadian 
energy policy. These events are of utmost importance to the 
design of the NEP as they had a critical bearing on_ the 
federal government’s deteriorating fiscal position (both 
absolutely and relative to that of the producing provinces, 
especially Alberta), the decision to imp lement 
Canadianization, and the expansion of federal control over 


the petroleum sector. 


1979 AND THE RETURN TO INSTABILITY WITHIN THE INTERNATIONAL 
PETROLEUM MARKET-- THE CANADIAN RESPONSE 

There is little doubt that the Iranian revolution of 
1978-79 contributed importantly to the numerous expressions 
of concern contained in the NEP over the availability of 
secure international oi] supplies. Since the shock of 1973 a 
mood of complacency had returned to much of the Western 
world. This was evident in the fact that, with economic 
recovery beginning in the West towards the end of 1975, oil 
import» ,levels had begun to rise*toopres19/3 Jevelsa, Indeed 
just prior to the Iranian revolution American oil import 
levels were approaching 50% of total oi] consumption. Canada 


also experienced a rising level of imports while domestic 
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production continued to decline throughout’ the 1970s. 
Between 1973 and 1978 Canadian oi1 production declined from 
716 million barrels/year to 522 million barrels/year, and 
net imports of oil increased from -100 million barrels/year 
in 1973 to 127 million barrels/year in 1978. 158 Although 
the oil sands plants and the Beaufort Sea 15% contained 
great promise, it was recognized that their potential would 
not be realized until the latter part of the 1980s at the 
earliest. Thus Canada would continue to rely for at least a 
decade on imports for at least 25% of her oil requirements. 
What is more, prior to 1979 all imports were controlled by 
foreign-owned multinational oil companies. With a glut 
prevailing on the international oi] market immediately prior 
to the Iranian revolution these companies had little 
difficulty meeting their contractural commitments. However, 
once the Iranian revolution reduced Iran’s export production 
the demand on world supplies became acute. Although the 
shortfall of world supply never reached the Key level of 7% 
(the level at which International Energy Agency emergency 
allocation schemes are activated) Exxon nevertheless 
unilaterally decided to reduce supplies to Imperial Oi! of 
Canada by 25%. Not surprisingly the federal government was 
not pleased with this decision, as it was an action judged 
contrary to the best interests of the country, and even 
worse, one taken outside national boundaries. Energy 


158 Brent Friedenberg Energy in Canada: Review and Outlook 
to 1995 Canadian Energy Research Institute July 1979 p. 59 
159 After Dome’s 1979 discovery at Kopanoar. 
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Minister Alistair Gillespie stated in response to Exxon’s 
decision that, 
Imperial sources come exclusively from Venezuela.... 
bt is intolerable and unacceptable that our 
multinational corporations would intervene and 
decide that 25,000 barrels a day of crude oil, or 
roughly one-quarter of the crude oil supplies’ for 
this country, should be diverted to other 
Markets 2 
Although Exxon’s cutbacks in supply to Imperial ultimately 
amounted to only 5%, this action nevertheless had a 
significant impact on the federal government's attitude 
towards the private sector (dominated as it was. by 
foreign-owned and controlled firms). 

The first reaction of the federal government to Exxon’s 
action was to expand the role of the state oil company by 
directing Petro-Canada to enter into direct state-to-state 
oi1 trading with Mexico.'®! The state o11 company also held 
discussions with Saud i Arabia regarding Similar 
arrangements. The second major outcome of the _ instability 
experienced in 1979 was of course the NEP, which attempts to 
remove control of the energy sector from foreign’ hands 
through encouraging Canadianization, expanding the role of 


the state oil company, and continuing to encourage the 


consumption of fuels other that oil. “This attempt to reduce 


160 House of Commons Debates February 16, 1979 4th Session, 
30th Parliament p. 3302 

161 The Department of External Affairs 1979 Annual Review, 
noting the impact of the 1979 Iranian revolution and the 
doubling of OPEC’s price for oil, states that Canada must 
improve her energy security beginning with the use of 
Petro-Canada in state-to-state oil trading. see Department 
of External Affairs Annual Review 1979 p. 5. 
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Canada’s vulnerability to external factors in the petroleum 
market is evident from the NEP which states that, 

Although Canada now depends on imports for only 25 

per cent of its oil needs, provision must be made 

against the possibility of supply restrictions as a 

result of a major breakdown of the international or 

domestic oil system, through deliberate interruption 

of overseas supply, or because of turmoil in a major 

producing country. 1&2 
And further, 

any country able to dissociate itself from the world 

oi] market of the 1980s should do so, and quickly. 

Canada is one of the few that can.163 
The program itself outlines four ways that the federal 
government will attempt to protect the country from _ the 
vagaries of the international market: 1) through IEA 
(International Energy Agency) emergency-sharing arrangements 
to minimize the effects of world-wide supply shortfalls 
exceeding 7%; 2) state-to-state oil deals; 3) the creation 
of a domestic emergency oil allocation system to be made 
operational in times of severe shortfalls of supply; and 4) 
increased oi! storage. '®4 

One of the primary ways in which the NEP is intended to 
reduce Canada’s vulnerablity to the international petroleum 
market is through the further expansion of the state oil 


company (which has begun with the take-over of Petrofina), 


and subsequent to the NEP through the expanded 


162 EMR NEP (1980) p. 87 
163 EMR NEP (1980) p. 7 
164 EMR NEP (1980) pp. 88-89 
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recapitalization'®5 of Petro-Canada, thereby allowing it to 
pursue increased levels of exploration and development. 
Joseph Camilleri, writing generally about the expansion of 
state activities in most western industrialized nations in 
recent years, explains that in an interdependent world 
dominated by transnational institutions (e.g. MNC’s), the 
state is forced to expand its activities in order to exert 
control over the national economy and to promote the 
“national interest." 

In an increasingly fragmented world economy, in 

which the disruptive impact of competing interests 

is likely to outweigh the regulatory potential of 

existing institutions, states will find it necessary 

to acquire even greater power S of economic 

management in the defense of ‘national interests," 

which may well involve supporting and extending the 

stake of domestic capital in economic or territorial 

spaces subject to the power of foreign states."1'&§ 
What exactly is the "national interest"? Liberal academics 
are fond of using this term to demonstrate the state acting 
in interests other than those of private capital, and hence 
to discredit the analysis of the Left. However, in 
explaining state action regarding the design of the NEP and 
the expansion of Petro-Canada, it is argued in this thesis 
that although the state claims these initiatives were taken 


in the interests of the country as a whole (the “national 


ENteres isa i neehdcu, sethese! POlleCTtesmeser Vem Diaiinamiy aslo 


165 In June 1981 it was announced that Petro-Canada’ s common 
share capital would be expanded to $5.5 billion from $500 
miyl bon. eSee (Globe tand Mai hNune 2377198 pt BS 

166 Joseph Camilleri "The Advanced Capitalist State and The 
Contemporaary World Crisis" in Science and Society Summer 
1981 p. 149 
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improve the conditions of accumulation for certain fractions 
of private Canadian capital. This does not necessarily mean 
that the state only works directly in the interests of the 
“pourgeoisie". As is argued below, the "bourgeoisie" is not 
a monolithic entity with identical interests, but is rather 
divided into many (often varied) fractions with differing 
interests. For example, finance capital is no doubt pleased 
with the current federal policy of high interest rates while 
thaustrial  capitaliewnrse not. sAnother example is that 
(theoretically) the oil industry would prefer to see the 
world price for its oil, while industrial capital (with oi] 
being an essential input in much of their production) would 
prefer to have a price considerably lower that the world 
price.'&7  Hence,..due to «the non-monolithic nature of the 
bourgeoisie, the state is forced to work (at times) against 
the immediate interests of some fractions of capital. This 
is precisely what has happened with the NEP, which works 
against the interests of foreign-owned oi] interests (and 
even against small Canadian oil companies), and in favour of 
large Canadian oil companies and central Canadian industrial 
Gapitad.alneactingéin this manneryione fcabhedescrabeststate 
action as relatively autonomous. 


167 Qf course, as was seen in the last chapter, this (low 
oi] prices) has not been the position of industrial capital 
for the last two years. Because of the unrest and slowdown 
in many capital intensive energy projects in Alberta in 
recent years, the CMA and Similar®organ izations (for 
example, the Canadian Chamber of Commer ce } has decided that 
higher oil prices would better serve industrial capital. 
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The dominance of foreign controlled companies in the 
Canadian oi] and gas sector not only raised concern over 
their reliability at supplying Canada’s oi] import 
requirements. This condition also raised concern that if the 
Canadian price were allowed to rise to the (now doubled) 
international level, this would greatly increase the asset 
value of the (foreign-owned) Canadian companies and make 
them even more inaccessible to takeover bids by Canadian 
interests. Furthermore, a significant increase in_ the 
Canadian oil price would have also increased the capital 
flows out of the country'®® and placed even greater amounts 
of cash in foreign hands which would have enhanced the 
probability of further foreign takeovers of Canadian assets 
in other sectors of the economy. As will be seen in the next 
two sections, the state’s response to these conditions was 
to expand federal control over’ the energy sector and to 
increase Canadian ownership of the oil and gas sector. This 
is to be achieved both through an expansion of the state oi] 
company and through the private sector. Once again, although 
the Canadianization aspects of the NEP demonstrate the state 
working directly, and even forcefully, in the interests of 
Dar ticular tractions "of © Canadianmcap ital Pstate action to 
expana@mntsm contro leyovers the om rancergac sector Byalso 
Hl lusteatesmrthemestate™= acting Sinferts*own simterestsPetnus 


demonstrating some autonomy in its actions. 


168 The oil and gas sector was already a capital exporter in 
1979. 
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RENEWED CONCERN WITH FOREIGN OWNERSHIP 
Not unrelated to Exxon’s actions of 1979 was the clear 

intent of the federal government to reduce the level of 
foreign ownership in the vitally important oil and gas 
sector. Of course, as is evident from the discussion in 
Chapter 2, this was not a new idea, as it has been an 
objective of the federal government to reduce foreign 
control in oi] and gas since at least 1973. But Exxon’s 1979 
actions and the general return to instability in the 
international petroleum market made the objective much more 
immediate. The NEP clearly expresses concern over’ the’ high 
level of foreign ownership and control in the oil and gas 
sectors 

Of the top 25 petroleum companies in Canada, 17 are 

more than 50 per cent foreign owned and_= foreign 

controlled, and these 17 account for 72 per cent of 

Canadian oil and gas sales. This is a degree of 

foreign participation that would not be accepted-- 

indeed, simply is not tolerated-- by most other 

Clee pnoducangena tions. 162 

Furthermore, continued foreign domination of the oil 

and gas sector would mean ever larger windfall gains 
accruing to these companies in the advent of higher domestic 
prices. 

The continued increase in oi] and gas prices. that 

will occur means a_ further’ large foreign wealth 

transfer from Canadians to foreign shareholders. By 

ignoring the problem of foreign ownership in the 

past, Canadians have lost a significant share of the 


benetitsimor shaving a  Sbrongsnesounrces base si iawe 
fail to act now, Canadians will lose once again.'’° 


169 EMR NEP (1980) p. 19 
170 EMR NEP (1980) p. 18 
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Indeed, one of the reasons why the federal government was 
reluctant to allow the domestic price of oil to rise in’ the 
past was because of the enormous revenues that would have 
accrued to foreign companies, thereby enhancing their value 
and making them beyond the reach of Canadian takeover bids. 
'71 The NEP speaks of the urgency of increasing Canadian 
ownership, as if it is not done immediately the value of 
these companies will be such that they are placed far beyond 
the reach of Canadian capital. 
Each year brings a further windfall gain to. the 
foreign-owned firms. The value of these firms and, 
therefore, the cost to Canadians of securing control 
over them, has increased three-to four-fold-- 
equivalent to tens of billions of dollars. A further 
delay will put the value of companies’ in the 
industry so high as to make the cost’ prohibitive, 
leaving Canada with no choice but to accept a 
permanent foreign domination by these firms.'?? 

In addition to the federal government’s concern’ that 
the high level of foreign ownership be reduced, and the fact 
that higher domestic prices were untenable given the 
existing levels of foreign ownership, there were two other 
problems with the high levels of foreign control in the oil 
andes dds ssector that worried the federal government. First, 
Canadian prices approaching the world level would have 
greatly increased the cash flow of the foreign-owned 


companies and this would have, potentially, led to an 


expansion of investment into other sectors and hence further 


171 Another important reason was the fiscal imbalance such 
price increases would have created between the federa| 
government and the producing provinces (notably Alberta). 
PS EVIRENEPE (1980 jpeg 
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increased foreign control of the economy. Second, higher 
prices would almost certainly have increased the flow of 
capital out of the country thereby further devaluing an 
already weakened Canadian dollar. As the NEP points out, 
“the oil and gas industry, far from drawing in foreign 
capital, has...been a capital exporter."173 It continues: 
The industry, in addition to maintaining its normal 
dividend and interest payments, Suppor ted net 
capital outflows abroad of $2.1 billion in 1975-79. 
Some of these funds represented a return of capital 
to foreign owners; others represented new foreign 
investments by Canadian companies. If dividends and 
interest payments are added to this total, the total 
out f low over the period 1975-79 becomes 
approximately $3.7 billion. Dividends rose from $200 
million a year in 1873 to $600 million in 1978. In 
addition, the foreign parents have received fees for 
technological, operating and managerial services.'!74 
Furthermore, Lalonde has estimated that without the NEP 
foreign dividend outflows. alone could have reached $1.2 
billion by 1983. 175 It was largely due to the high degree 
of foreign control in the oi] and gas sector, in combination 
with the doubling of the world price of oi1 in 1979 and the 
added strain this placed on the federal government’s fiscal 
capacity, then, that led to the Canadianization thrust of 
the NEP. Once again, in that the Canadianzation thrust of 
the NEP works against the foreign-owned 011] companies 
(notably through the PIP grants'’®), one can observe the 
state acting in a relatively autonomous manner. The 
philosophy that led C.D. Howe to declare in a 1952 Boston 


173 EMR NEP (1980) p. 17 

174 EMR NEP (1980) p. 17 

175 Globe and Mail May 13, 1981 p. Bt 
176 These will be examined below. 
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speech that, “In Canada foreign investors are treated the 
same as domestic investors" no longer remained true.177 
However, before discussing the Canadianization proposals 
contained in the NEP it is first necessary to examine one of 
the political factors-- the 1979 Liberal election defeat-- 


which led to the NEP. 


THE 1979 LIBERAL ELECTION DEFEAT AND THE SHIFT TO THE LEFT 
Although it is the primary argument of this thesis that 
the NEP can best be explained by economic factors, it is 
nevertheless important to note that the political also had 
an influence on the design of Canada’s latest energy policy. 
In fact, it has been argued in some circles that the NEP was 
a policy designed solely for political expediency in order 
to return the Liberal party to power. There are- serious 
problems with this argument; the most important is that this 
type of argument serves only to simplify the mumerous’ and 
concrete factors which did influence the policy and to 
trivialize the program itself. Thus, in this form it must be 
rejected. Yet the electoral defeat of the Liberals in 1979 
no doubt did have an important influence on the decision to 
design a new, more nationalist energy policy. There is 
little doubt that the 1979 defeat reflected a deterioration 
in the Liberal’s position in industrial southern Ontario. 
Indeed, it was the loss of support in Ontario to which party 


177 C.D. Howe: cited in L. Panitch “The Role and Nature of 
the Canadian State" in L. Panitch (eds.) The Canadian State 


University of Toronto Press 1977 p. 18. 
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strategists attributed their election defeat.'78 As well, 
since their 1974 election, the Liberal party had become 
increasingly conservative in their economic policies. This 
was most evident in the high interest rate policy followed 
towards the end of the 1970s. Finally, the Liberals lost 
important ground to the NDP in the 1979 election, this being 
reinforced by a poll released during the 1980 campaign which 
showed that the Liberals were continuing to lose support to 
the NDP. Hence, it is reasonable to assume that a new energy 
policy was conceived (in part) to recapture electoral 
support lost to the NDP. For by striking the emotional chord 
of nationalism in the electorate, and by attacking the 
(politically unpopular) multinational oil companies, the 
Liberals were certain to win some support. 

The first indication of the Liberal’s plans for a new, 
nationalist energy policy can be observed in a_ speech 
delivered by Trudeau in Halifax on January 25, 1980. This 
speech contained many of the elements subsequently developed 
in the NEP, including a commitment to: the expansion of 
Petro-Canada; the Canadianization of the oil and gas sector; 
a made-in-Canada energy price; exploration and development 
of frontier oil; and a reduction of Canada’s dependence on 
oil as an energy form by encouraging the substitution of 
other energy sources such as natural gas.'’% Many of these 
policies were popular with the electorate, and there is 


178 L, Pratt “Energy: The Roots of National Policy” in 
Studies in Political Economy Winter 1982 p. 30. 
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little doubt that, in part, electoral factors did lead to 
the decision to make the promise to develop a new energy 
policy part of the Liberal’s election platform. However, to 
over ly emphasize the “contributionsofewetnis ) tacton ein 
influencing the design of the NEP would be a mistake. For 
one, this tends to undervalue the importance which numerous 
compelling economic factors (heavy foreign control of the 
oil and gas sector, the high profitability of that sector, 
fiscal crisis etc.) had on the NEP. Secondly, one must not 
forget that it was Clark and the Conservatives who made 
energy the focal issue in the 1980 campaign by promising to 
dismantle Petro-Canada, increase the well-head price of 
domestic oi1, and impose additional heavy taxes on energy 
consumers. The Liberals simply devised an alternative energy 
policy which succeeded in winning more popular support than 
that of the Conservatives. And finally, as in the decision 
to create Petro-Canada in 1973, the Liberals were under no 
(immediate) political compulsion to implement their campaign 
promises after being returned to power in 1980. Campaign 
promises had been broken in the past, and with a healthy 
majority in 1980 there was no (political) reason why they 
could not renege on their latest electoral promise to create 
a new, nationalist energy policy. Thus, although political 
factors no doubt had an influence on the design of the NEP, 
it would be unwise to exaggerate their importance. 

In turning now to analyze the energy program that 


emerged with the Liberal election Victory 10) 19607 Lhesene. 
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section will examine the central component of the NEP-- that 


of Canadianization. 


CANADIANIZATION 
There is little doubt that the objective of 
Canadianization is at the heart of the NEP. As the document 
states: 
greater Canadian ownership of the oil andé gas 
industry im this country is a clear objective of the 
Government's policies. It is time that more of the 
considerable increase in the value of Canada’s 
petroleum reserves, occasioned by international 
events, accrued to Canadians. '8° 
And despite industry hysterics that "Canadianization equals 
Hawrondalezation,,. it is the argument of ethis. thesis that. son 
DneecOulrany = ilheaNEr 1S" "a=, policy sintendeds primanaly eito 
benefit Canadian capital-- firms such as Stelco, Seagrams, 
Dome Petroleum and Nova: An Alberta Corporation. As the NEP 
states, 
Canadian firms not yet involved in this sector will 
be encouraged to enter. There will still be an 
important place for foreign owned firms. Canada will 
remain open to foreign investment and skills. Over 
time, however , Canadians-- companies and 
individuals-- will become’ the major actors in the 
petroleum sector. ‘8! 
One of the most compelling pieces of evidence which helps 
explain why the state wants to increase the Canadian 
presence in the oi] and gas sector 1S precisely because it 
hasbeen the most profitable sector Of =the economy Tor the 
past decade, yet one dominated by foreign-owned interests. 


180 EMR NEP (1980) p. 48 
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TABLE 4 


RATE OF RETURN(1) FOR VARIOUS INDUSTRIES 


Shareholders’ Capital 
EQUILEYy, Emp loyed 


097 2a 9 / S80 ee 1975 1980 


(0) 


1) Manufacturing pie tO ecabsiegsh Oe jbevalG) tee detn bi Wah oui) ily 
2) Mining Du Oe Os CO eae O aed 4.8 hes AREAS 
3) Other Non-Financial oo. a oe ee ee ono me Oe 
4) TOTAL NON-FINANCIAL 

(exe luding petroreum) = 10s 5Metes 4) T4eOees 7) 7 > BOS sweaty 
5) Petroleum 107 4 Oe ed ee an Con eee oe 
6) TOTAL NON-FINANCIAL 

winelucindspetroleum) 10.5 Mis. Umlo.4 sane) somo. 7m) 15 
Notes: 


(1) Shareholders’ equity is defined as the total of paid in 
shareholders’ capital, retained earnings and other 
surpluses. Capital employed is defined as total assets 
less current liabilities. 


Source: Petroleum Monitoring Agency Canadian Petroleum 
Industry 1980 Monitoring Survey Table 1.5 p. 11 
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This table illustrates that petroleum industries had the 
highest rate of return measured against both shareholders’ 
equity and capital employed, throughout the 1970s. As will 
be seen below, by making this sector even more attractive to 
Canadian capital (through incentive grants distributed on 
the basis of Canadian ownership, Canadian ownership and 
GORTRO | requirements and the Canadian procurement 
regulations found in Bill C-48 , the state is working in the 
interests of both (Canadian) industrial and large ‘oi 
Edqp uta. 

The NEP contains two basic methods designed to promote 
Canadhamization-~= indirect state™ aid™ to private capital 
(such as the PIP and Canadian procurement regulations), and 
direct public means (Petro-Canada, the Natural Gas Bank and 
the National Energy Board). I will first examine the direct 
methods. 

In justifying the decision to increase the level of 
state participation in the oi] and gas sector, the program 
reflects the» government's belief that, because of past 
generous tax incentives to the industry, the consumer has a 
right to benefit more directly through state participation 
from Canada’s abundance of oi! and gas wealth. 

The industry owes much of its prosperity to cash 
flow and incentives provided by Canadian consumers 
and taxpayers, few of whom are in a position to 
share in the benefits of industry growth. For most 
Canadians, the only way to ensure that they do share 
in the wealth generated by oi1, and to have a say in 


companies exploiting that resource, is to have more 
companies that are owned by all Canadians-- more 
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companies like Petro-Canada. 182 

In addition to improving the benefits to the consumer (and 
private capital) by its direct presence, ‘183 the government 
also (ostensibly) intends to use the state oil company to 
aid smaller Canadian 011 companies-- primarily through joint 
ventures. This has long been an objective of the Liberal 
government as can be discerned from the following exerpt 
from Prime Minister Trudeau’s December 1973 speech in the 
House of Commons in which he announced the government’ s 
decision to create a state oi1 company. 


It will in its joint ventures, attempt to involve 
smaller Canadian-controlled firms which currently 
Hinde 1 titi fficult? Sto Psustain © cost | yeandetlengthy. 
development efforts. It will thus ensure for 
Canadians a more significant role in the development 
of their own resources. 1&4 


Although virtually all joint venture projects between 
Petro-Canada and Canadian companies have thus far occurred 
within Canada, it is also intended that they be pursued in 
foreign projects. As Joel Bell has stated, 


Petro-Canada may well be able to play a useful role 
taking a "piece of the action” in foreign deals and 
involving as many Canadian participants (in both 
investment and service roles) as possible. This 
could be an _ opportunity for Canadian independents 
that they might otherwise have difficulty obtaining. 


i) 28) 


However, after an examination of Petro-Canada’ s Joint 
182 EMR NEP (1980) p. 20 . 

183 for example by increasing frontier exploration and 
development and hence (ultimately) speeding up the date for 
production to begin on the frontier. More will be said about 
this aspect of Petro-Canada’s operation below. 

184 P £. Trudeau House of Commons Debates December 11, 1973 
Session Parliament p. 8482 

185 cited in Marsha Gordon Government in Business C.D. Howe 


Institute 1981 p. 96 
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ventures to date (all with large companies), it would appear 
that the federal government’s ostensible dedication to aid 
small Canadian oil capital involves mostly rhetoric. and 
Tht tlesgactiong es 

To date virtually all of Petro-Canada’s expenditures 
have been spent in joint venture projects, many of these 
being of a relatively high-risk nature. One of the major 
reasons explaining Petro-Canada’s willingness to enter’ into 
relatively high-risk projects, such as the Syncrude Project 
and exploring the frontier, is that governments are: 

often more willing than some private investors to 

entertaintoremighani skheprogeet saganadu ite madopt a 

long-run horizon-- a willingness’ to wait several 

years before profits are made and a willingness’ to 

rezinvest = all*'of. the early "profits rather ‘than 

requiring dividend income. 1&7? 
There are not the same demands on state companies for an 
immediate profitable return on their investment as there are 
on private companies. This explains private capital’s heavy 
concentration of its resources in the more profitable fields 
in Alberta. This also explains why the state (through 
Petro-Canada) has increased its investment on the’ frontier, 
while private capital’s investment in that ‘area has 
declined. Furthermore, the state often acts as a last resort 
pantnem. sethis? occurred ine 1974" whene*Atiantic Richfield 
G€anadawetd.epul ledtout tof the® Synerudeés projec. 2swith® no 
other investors willing to invest, the governments of Canada 


186 More will be said about the impact of the NEP on small 


Canadian oi] companies below. 
187 Foreign Investment Review published by the Foreign 


Investment Review Agency Spring 1978 p. 13 
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(15%), Alberta (10%), and Ontario (5%) supplied the required 
eapidta ila 
Whth@nthes@tagsing Snisk 'Candersoaginga@ucostssaofamany, 
Hrojects=-= notably resource-deve lopment projects 
that require large amounts of capital, new 
technology, or the opening up of frontier areas-- 
the equity participation of governments may be 
vital. Governments may, in fact, be the last resort 
for completing the equity funding of certain 
projects. 188 
Hence this type of state action (direct state participation 
in the productive process } becomes imperative in 
contemporary capitalism in order to ensure the survival of 
capitalism. 

Besides promoting the local accumulation of capital, 
what other effects has the presence of Petro-Canada had on 
the accumulation process? Theoretically, if the state 
company emphasizes profit-maximization and therefore acts 
much like a private company, there would be little change in 
the accumulation process, except perhaps to encourage 
capital to remain within the country.'8% For example, the 
state oil company would not pay dividends to foreign 
share-holders and it could raise all of its required capital 
internally. However, if the company raises capital on 
private money markets, as Petro-Canada is currently doing to 
finance part of its recent takeover of Petrofina, it might 


not even do this. It is also true that in some aspects of 


its behaviour Petro-Canada does depart from that of private 


LAaPhBIDepe ibs 
188 This would happen if the company pursued a buy-Canadian 


policy: 
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capital. As was noted in the previous chapter, 60% of 
Petro-Canada’s exploration budget is spent on the frontier, 
against an average of only 10% for the industry as a whole. 
This certainly, in the short run, reduces Petro-Canada’ s 
profitability. However, whether or not this acts as a 
barr ienertomicapi tal faccumutlationgainm Sthem@iongensiterm is 
ditt nem) te tosornedict# 

Another question that can be raised regarding 
Petro-Canada is whether or not it has in any significant way 
altered the prevailing (capitalist) relations of production. 
Although the state has significantly expanded its presence 
in the oil and gas sector since 1976, and further expanded 
it under the NEP, it is nevertheless true that in no way has 
this fundamentally altered the capitalist relations of 
production. The industry continues to be heavily dominated 
by private capital and the market mechanism of exchange has 
not been modified. Furthermore, bottom-line thinking 
predominates within Petro-Canada (although it is by no means 
independent of Cabinet directives which have been used, for 
example, in 1979 when Petro-Canada was ordered to negotiate 
state-to-state oil deals with Mexico). As well, there is no 
evidence that labour has any input into the running of the 
company, nor does Petro-Canada treat its labour any 
differently than a private company. Finally, takeovers have 
been conducted as they would be by any private firm (i.e. 
there have been no nationalizations). Clearly, Petro-Canada 


has not been created fundamentally to alter the prevailing 
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capitalist relations of production but to reinforce’ them. 
Duvall and Freeman write in reference to this that, 


State ownership represents an effort to correct or 
overcome inadequacies in the functionings of the 
private sector, for the society, rather than an 
effort to transform social relations of production 
within the society (that is, class relations)... 
state ownership is carried out, for the most part, 
according to the rules of the game of the capitalist 
system. Jo a great extent, enterprises are acquired 
and/or established via standard capitalist routes 
(such as equity financing), operated as firms in 
private sector markets, and evaluated, in part, 
according to captialist evaluative criteria (such as 
profitability or return on investment.) Labor, then, 
is employed by the state; it is not a joint owner of 
social enterprise through the state. 19° 


As has been emphasized above, this does not mean that 
Petro-Canada operates in exactly the same manner as a 
private company . Clearly there are corel important 
differences. What has been stressed is that the basic 
capitalist relations of production in the petroleum sector 
have not been fundamentally altered. 
There are two other direct instruments (in addition to 

FIRA and Petro-Canada) which the government intends to use 
to promote Canadianization. The first is the new Natural Gas 
Bank. The NEP states that: 

This Gas Bank will be prepared to purchase from 

Canadian-owned and Canadian-controlled firms’ gas 

Ehaiteacannobe tfind«omarkets; thtomyenterns into #jgoiant 

venture operations; or to provide production 


loans. 191 


Thistttypeviofeestated achion; tagann, Ralréechiyeaidesepgavate 


190 R, Duvall and J. Freeman op. cit. p. 104 
191 EMR NEP (1980) p. 42 
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Canadian capital.'%2 Another federal institution which will 
be used to promote Canadianization is the National Energy 
Board (NEB). It will examine Canadian ownership. levels 
before approving export applications. In reference to this 
the NEP states that: 


The Government of Canada would prefer that in 

granting such licences, the Board wou Id give 

HN a ape to Canadian-owned and Canadian-control led 
Trems Ves 


The other mao (indirect) instruments developed to 
encourage greater Canadian participation in the oil and gas 
sector are the Canadian procurement regulations and _ the 
Petroleum Incentives Program (PIP). The institution of this 
incentive system marks a_e significant change with past 
incentives such as super-depletion'’* and earned depletion 
which had inadvertently led to greater advantages accruing 
to foreign rather than Canadian firms’ in the industry. 
Lalonde, speaking to Canadian and American financiers in New 
York, indicated the inadequacy of the former incentive 
system: 


Even as Canadians have been gaining confidence as 
risk-takers in the oil and gas business, it has 
become painfully evident that the odds have been 
stacked against them. Incentives in the Canadian tax 
system to encourage exploration and development have 
worked against newcomers to the business in favour 
of the largest petroleum companies. They have had 
the greatest amount of taxable income against which 
192 It should be noted that with the NEP Update, released in 
June, 1982, the Gas Bank has been dropped. 
P33 SBPDe pe 5 0 
194 The super-depletion allowance provided that all 
expenditures in excess of $5 million spent on wells drilled 
on the frontier would be deductible from income tax. The 
provision for super-depletion expired on April 1, 1980. 
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to offset a generous array of deductions. Most of 

these companies are foreign-owned. An overhaul of 

the incentive system was long overdue on the grounds 

of simple fairness. 195 
Moreover, the old system did not encourage foreign firms to 
enter into joint ventures with Canadian companies. Thus, as 
Lalonde has explained, 

The — phasing out of the incentives to the 

foreign-owned companies was put in the energy 

program to allow those companies to turn around and 

find Canadian partners and to bring Canadian 

ownership into their companies as they exist at the 

present time. 196 
By instituting the PIP, firms with a Canadian ownership 
rating of at least 65% (and which can prove that their 
Canadian ownership level has increased by 2%/year until it 
beaches (5, by 1986), qualify for Cash grants of » cU, )or 
their exploration expenditures on the Canada Lands and 35% 
on provincial lands, = and 20% of their deve lopment 
expenditures on both federal and provincial lands between 
1981 and 1984. Those companies with a Canadian ownership 
level of 60% (and which raise their Canadian ownership level 
1%/year to 65% by 1985) qualify for grants covering between 
35% and 50% of their exploration expenditures on federal 
lands between 1981 and 1984 and between 0-15% on provincial 
lands ia) the same period. Grants for development 


expenditures are 20% on federal lands and 0- 10% on 


provincial lands.'97 Table 5 illustrates how the incentive 


195 Globe and Mail November 27, 19807p.=3 

186 House of Commons Debates October 29, 1980 ist Session, 
32nd Parliament p. 4251 

197 EMR NEP (1980) p. 40 and Edmonton Journal February 17, 
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LAB EES 
Incentive Payments as a per cent of Eligible Expenditures 
COR Level(1) 
1 2 S 4 
CANADA LANDS 
Exploration 
1981 25% 35% 65% 80% 
1982 vas) 45 65 80 
1983 25 45 65 80 
1984seq Dis 50 65 80 
Deve lopment 
1981 an = 1 20 
1982 sir 10 15 20 
1983 z= 10 5 20 
1984seq ate 10 15 20 
PROVINCIAL LANDS 
Exploration 
1981 = ai Phe: 35 
1982 ae 10 25 35 
1983 hs 10 25 30 
1984seq _ a 15 25 35 
Deve lopment (2) 
1981 “ie s 20 
1982 ion 10 hs 20 
1983 = 10 15 20 
1984seq ice 10 15 20 
Notes: 
(1) COR levels are as follows: Level i-- less than 


50% COR. Level 2-- 50% plus COR. Level 3-- 60% 
COR in 1981, increasing 1% per year to 65% by 

1986. Level 4-- 65% COR in 1981, increasing 24 per 
year to 75% by 1986. 


(2) These same grants are available for qualified costs 
in respect of non-conventional and tertiary oil 
projects and for crude oil upgraders. 

(3) Canadian individuals are deemed to have Level 4 COR. 


Source: Robert D. Brown; "Canada’s National Energy Policy"’ 
in The Journal of Canadian Petroleum; January-March 1981; 
Table 3. 
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It appears certain that the PIP, in combination with 
the phasing out of the earned depletion allowance’ for 
exploration expenditures outside the Canada Lands to 20% in 
1982, 10% in 1983 and zero in 1984, and the elimination of 
depletion allowances for expenditures on conventional oi] 
and gas development!’®, will undoubtedly increase Canadian 
participation in the oi] and gas sector. Indeed, 
developments within the industry in the first year of the 
program indicate that Canadianization is proceeding rapidly. 
1 Qe 

Despite the discriminatory nature of the PIP the 
federal government does want and need foreign capital. With 
the capital required to finance the development of the 
heavily capital-intensive oil and tar sands’ projects, the 
Beaufort Sea programs, and the pipelines and _ tankers 
necessary to transport the oil and natural gas from_ these 
projects (especially in the Arctic) to market, estimated to 
be in the hundreds of billions of dollars over the next 
decade, the government recognizes the need for foreign 
Capita lmiihisswas stated byeLalondemthe day¥tatter G@the> NEP 


was released: 


198 EMR NEP (1980) p. 39 

199 The Financial Post estimated that as of July 1981 $6.5 
billion had been spent on takeovers of 011] and gas companies 
since October 1980. The Financial Post July 7, 1981 p. 2. 
Most recently the Ontario government has announced that it 
will purchase a 25% interest in Suncor, with the option to 
purchase a further 25% interest in the future. 
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Our DUPDOSe ais. NOt to. drivessoutueal!  toreign 
companies by any means. As a matter of fact, ...the 
incentives for tarsands and heavy oil continue, 
including incentives for foreign companies. 2°° 


This same attitude has been repeated by the (former) 
Canadian Ambassador to the U.S.. In a Washington, D.C. 
speech in October 1981, Peter Towe emphasized that the oil 
and gas _ sector will require significant foreign investment 
over the next decade: 

Our investment needs in the oil and gas sector and 

for development in other sectors will be enormous in 

the next decade and beyond. We cannot meet these 

needs from our own resources.... Foreign investment 

is meeded and welcome in Canada, provided it will 

benefit Canada as well as the investor. 2°! 

The final method through which the government intends 
to encourage Canadianization is through spin-offs and 
stricter Canadian procurement standards. Although the heart 
of these regulations is to be found in Bill C-48 which has 
not yet been finalized, preliminary statements of the 
government’s intent can be found in the NEP. It states that, 

The National Energy Program also opens substantial 
new opportunities for Canadians in sectors’ other 
than energy. Energy-related investment will have 
spin-off effects that will stimulate the overall 
level of economic activity and foster rapid growth 
of businesses across the country, providing goods 
and services to the energy industry. 2°? 


Again, in legislating Canadian procurement regulations the 


GUAM ISMmEWOCK 10 ami tie eLneew tn Lebeeucmaan, private Canadian 


200 House of Commons Debates October 29, 1980 ist Session 
32nd Parliament 

201 Peter Towe "Canada’s National Energy Program’ ; 
Washington, D.C.; October 20, 1981; p. 10. 

202 EMR NEP (1980) p. 105 
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capmia let 293 

Having noted the mechanisms through which 
Canadianization is to be enhanced, one must ask how 
successful these instruments have been in increasing 
Canadian content in the oil and gas industry in the 22 
months since the release of the NEP. The most immediate 
response to the NEP came in February 1981 with Dome 
Petroleum’s creation of Dome Canada, thereby allowing Dome 
to qualify for the maximum PIP grants. Other significant 
changes have involved Dome’s acquisition of Hudson’s Bay Oil 
and Gas from Conoco, Petro-Canada’s takeover of Petrofina, 
CDC 011 and Gas’s takeover of Aquitaine, and the Ontario 
sour E acquisition of 25% of Suncor. Indeed, 
Canadianization had progressed so successfully by the end of 
1981 that Marc Lalonde recently stated that if the present 
pace of Canadianization continues, the target of 50% 
Canadian ownership in the oil and gas sector would actually 
be exceeded by 1990.2°94 Canadianization also seems to _ be 
havVangebay positivetecefifect taninthe®tarea Totespinoftfsevior 
example, Gulf Canada Resources recently awarded $111 million 
in contracts to Canadian shipyards for the construction of 
threesrevessells oforvits Beaufor t®Seaedr phil tngeprogramt=° >. OF 
course, the heart of the legislation for spin-offs and 
Canadian procurement requirements is contained in Bill C-48 


203 More will be said about the potential impact of this 
aspect of the NEP in Chapter 4. 

204 Marc Lalonde in an October 1981 speech at the University 
of Alberta; Edmonton, Alberta. 

205 Energy Analects; December 4, 1981; p. 6. 
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which will be dealt with in the following chapter. However, 
it can be noted here that the provision of Canadian content 
regulations is further evidence of the state acting to 
benefit private Canadian capital as it is they who directly 
benefit from such policies. 

One final issue which should be raised at this point 
concerns the extent of the government's commitment towards 
Canadianization. Was this policy designed solely for the oi] 
and gas sector, or was it to be broadly applied to other 
areas of the energy sector, and indeed perhaps to other 
sectors of the economy? It is possible that the policy of 
Canadianization was to be applied to other sectors of the 
economy at one time, however it now appears that this is 
unlikely. This is evident in numerous government documents 
and speeches by both Trudeau and Herb Gray. In May, 1981 
Gray had stated before a Commons committee that amendments 
were being made to the Foreign Investment Review Act. 
However, by December the government had backed eh 
noticeably. In reference to the Foreign Investment Review 
Agency (FIRA), Gray has recently stated that, 

We are carrying out a review of administrative 
procedures to establish what changes may be 
warranted on the basis of the first seven years’ 
experience with this program. But note that this is 
a review of the administration of the act, not the 
acta il Sen fies Oe 


Furthermore, the 1980 Speech from the Throne had promised to 


206 Edmonton Journal; December 15, 1981. 
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strengthen FIRA.2°7 However, this promise has also been 
rescinded. In a document released simultaneously with the 
1981 budget, "Economic Development for Canada in the 1980s", 
it was stated that: 


In the Speech from the Throne in the spring of 1980, 
reference was made to three specific measures, two 
of which involved changes to the Foreign Investment 
Review Act. For the time being, no legislative 
action is intended on these measures until progress 
on the major initiatives already undertaken by the 
government has been assessed. 2°8 


It has also been clearly stated that Canadianization 
will not be applied to other sectors of the economy. The 
document referred to above states this clearly: 


The special measures being applied to achieve more 
Canadian ownership and _ control of the oil and gas 
industry are not, in the Government of Canada’s 
view, appropriate for other sectors. ?°9 


The former Canadian Ambassador to the U.S., Peter Towe, has 
also refuted allegations that the NEP is a prelude to 
similar types of government programs in other sectors: 


The Canadian Government has dealt with energy as a 
special case. Special because of the threat that the 
instability of world oil supplies and prices’ poses 
to our economic security. Special because of the 
very high level of foreign participation in Canada’s 
Gm Pandigaseindustrytenk? 


iis’ most™ recente indtcatvon. Binal the nationalism 


contained in the NEP will not be extended to other sectors 
207 This would be accomplished through performance reviews 
of large foreign firms, publicity about foreign takeover 
proposals, and government assistance to Canadian firms 
wishing to compete in takeover bids. 

208 Government of Canada; "Economic Development for Canada 
in the 1980s": November, 1981; p. 13. 
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210 PeeTowes “Canada’s Nationah EnergysProgram >; Delivered 
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of the economy, or other areas of the energy sectors, can be 
observed in a recently released federal discussion paper on 
mineral policy. It clearly states that Canadian ownership 
targets will not be established, nor will tax incentives 


discriminate against foreign-owned mining companies. 211 


WHO WINS, WHO LOSES? 

Overall, the significance of state action to directly 
encourage private Canadian capital to participate in joint 
ventures (both with the state oil company and with foreign 
companies forced to farm-out portions of their acreage to 
meet Canadian content requirements) is that it demonstrates 
the state working actively and directly to enhance the local 
accumulation of capital. This is so (theoretically) even for 
the small Canadian oi! companies which have thus’ far not 
been able to take advantage of the incentives (for example, 
super-depletion) offered for frontier exploration. 212 Yet 
it is ironic that it has been precisely these small Canadian 
companies which have been among the most vocal opponents of 
the NEP. Independent Petroleum Association of Canada (IPAC) 
President Earle Joudrie complained that the NEP is, 

So -abady somiiilaconceitvedpwnrtha tam T aewt #l tieunder 
becauseeiul is a.disas ler storm tnepcountny. 
We believe the National Energy Program to be a 


major government intrusion into the private’ sector, 
a tdisaster “form ‘our sindustrygrand® acvinagedy for 


211 Globe and Mail; March 9, 1982. 
212 see Budget Papers 1980 Department of Finance (October 
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Canada, 213 
Canadian Hunter of Calgary President vJUohn Masters’ has 
registered one of the most vehement condemnations against 
the NEP, 

It is the filthiest thing I have ever heard of... it 

makes me sick to think of going around town trying 

to figure out who has been hurt the most and trying 


to buy them out. It’s like the Nazis sending 


Brownshirts out to break the windows for the looter. 
7 4 hh 


In particular, the Canadian oil companies have reacted 
against the 25% back-in granted to Petro-Canada, the 
(initially) 8% (now 16%) Petroleum and Gas Revenue Tax 
(PGRT), and the Incremental 011 and Revenue Tax (IORT). In 
reference to Petro-Canada’s 25% carried interest, Joudrie 
stated that: "This retroactive penalty against every company 
which has undertaken the high-risk, high-cost exploration 
work to date is confiscatory.’2!'!5 In addition, the Canadian 
independents reject the 16% (effectively 12%) PGRT which 
they claim has reduced their cash-flow by as much as 25%. 
There is considerable justification to this grievance, as 
the PGRT is a tax only on production income, and thus only 
on the upstream source of revenue. Since most of the 
Canadian independents are non-integrated firms with no 
profit-making interests in downstream activities such as 
petro-chemicals or retailing, this tax hurts them relatively 
more than it does the large integrated companies. Joudrie 
has argued that, 


2t2eGiobesandsMai) March 11, 1981 )p.siBy 
214 Globe and Mail November 6, 1980 p. Bt 
215 Globe and Mail January 15, 1981 p. B2 
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The federal government has stated, and indeed 
insists, Canadian owned oi1 and gas companies are 
beneficiaries and the multi-nationals are the 
victims. Sihate@e1s® simoly  *note@factualae Trueeépthe 
multi-nationals have been penalized; but we have 
become the greater casualties of the policy. More of 
these benefits we can do without.21'6 
Yet the government claims that the frontier cash grants 
offer considerable incentives to the sma | | Canadian 
companies to explore on the Canada Lands. However, it would 
appear that due to the enormous technical difficulties 
associated with frontier work where oil is far from easily 
accessible, that the expense required to explore, much less 
produce on the frontier is far too great for small Canadian 
companies, even taking into account the incentive grants. 
Thus, due to the heavy levels of taxation and the fact that 
frontier incentives are, in effect, beyond the reach of 
sma | |} companies, the NEP serves to work against the 
interests of the small and medium sized (Canadian) oil 
companies. 

A number of the small independents have expressed their 
discontent by increasing their exploration activity in the 
U.S. and reducing Canadian exploration. For example, 
Northstar Resources Ltd. of Calgary, a Canadian company, 
announced its intention to increase the percentage of its 
1981° exploration budget spent itn the U.S. from a pre-NEP 
projection lof, e40708 toe 75x22) ‘@Ptansthavelalsotbeentmade by 
Canadian members of IPAC to reduce their spending in Canada 
bye eovaninme a082 Mandir 41s)  inge Ios et rom. their pre-budget 


216 Globe and Mail January 15, 1981 p. Ba. 
217 Globe and Mail August 4, 1981 p. B10 
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forecasts, while increasing their spending in the U.S. by 
70% in 1982, and 88% in 1983.218 Recently, the independents 
have lobbied the federal and Alberta governments to have the 
New Oil Reference Price "rolled back" Por companies 
producing less than 1,000 barrels per day so that it applies 
LO 107 brdiscoveredsince ‘April, 1900197482 22etThe | groupalso 
wants a "small producers’ tax credit" which would exempt 
producers from provincial and federal taxes until their 
production values reach a threshold of $500,000 a year. 22° 

From this response (and evidence presented below) it is 
ironic to note that although the NEP may well reduce the 
level of foreign ownership in the oil and gas sector, it 
will likely replace foreign concentration with Parad tan 
concentration of a few firms. Ostensibly the NEP’s objective 
is to aid all Canadian companies, irrespective of size. 
However, all evidence thus far indicates that (as concerns 
oil capital), it is primarily aiding a few large Canadian 
companies such as Petro-Canada, Nova, and Dome Petroleum, 
the latter being a company which is heavily concentrated on 
the frontier and which will reap maximum gains from the cash 
incentives offerred Cor frontier exploration and 
deve lopment. 7?! 


218 Colleen Taylor Sen "Canada’s National Energy Program: An 
Update" in Energy Topics (Supplement to International Gas 
Technology Highlights) March 30, 1981. 

218 The world-level price currently only applies to 
discoveries made since January ji, 1981. 

220 Edmonton Sun; January 17, 1982. 

221 Dome currently has 7,000 b/d of production which 
qualifies for the New 0i1 Reference Price, and company 
President Bill Richards expects this will increase to 40,000 
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221 Evidence for this argument lies in the fact that most of 
the takeovers since the NEP have involved relatively few 
companies. Dome Petroleum has acquired 100% of Hudson Bay 
Gitemand® Gas htrome Conoconecf* thetUesMatatiagcost of $4:8 
billion), increasing its asset value to approximately $6.0 
billion, and making it the second largest oil company (in 
terms of assets) in Canada.222 Petro-Canada took over 
Petrofina of Belgium, Sulpetro acquired Candel O0i1, and CDC 
Gele@yvandeeGcas stook }gover ehAquitainemsof imknancein Witheethe 
exception of Sulpetro, all of these firms taking over other 
companies are major Canadian oil and gas companies. As_ of 
July 1981 Canadian firms had spent $6.5 billion buying out 
foreign oil companies, but less than $1 billion of that has 
involved firms other’ than Dome Petroleum, Petro-Canada or 
the CDC.223 Furthermore, the Presidents of both Dome and 
Nova have strongly endorsed the Canadianization thrust of 
the NEP. This is evident through Dome Petroleum’s creation 
of Dome Canada which gives Dome the Canadian ownership it 
requires to qualify for the maximum incentive grants. Nova’s 
President, Bob Blair has also supported the NEP, ~ stating 
thavents companys: isshappyatorbetmaimaithezatocetinontcs 248 of 
€anadianizing  itheveoi hs andeépgas taindus Toy PmawBiai nhhaseadiso 
gnciica teaathat Nova SseSuDSIO1dny, se mUSK VewU Iie) See Olle e 
prow | to take over a large, foreign-owned petroleum 


221(cont’d)b/d by 1985. Edmonton Sun March 11, 1982. 

222 The largest oi] company is Imperial O11 with assets of 
SOD Ton: 

222 EanancialePost dulye7* 198tep.a2 

224 Qctober Summer 1981 p. 23 
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company," .225 It should also be noted that Nova, as a major 
gas producer, will also benefit in general from the off-oil 
policy continued in the NEP, and in particular from the 
extension of the gas pipeline2?2& to the Maritimes. 

From this evidence it would appear that, despite 
intentions to the contrary,227 thus far the NEP has resulted 
in an increase in the consolidation and concentration of a 
relatively few Canadian firms in the oil and gas’ industry. 
Wendy Dobson speculates about this possibility in “Canada’s 
Energy Debate": 

The possibility that a few large Canadian firms will 
take over the foreign-owned companies is not to be 
ruled out, however-- but such a possibility could 
also mean that foreign control will be exchanged for 
increased concentration by Canadian firms. 22® 
With the way the takeovers have proceeded since the NEP it 
would appear that this is indeed the case. 

Another major interest to benefit from the new’ energy 
policy is large central Canadian capital-- firms such as 
Seagrams which has a reported $4 billion on hand and is 
prepared to invest in the energy sector, Power Corporation, 
and the Argus Corporation. Paul Desmarais, chairman of Power 


Corporation, has endorsed the Canadianization objective of 


the NEP, as "it gives us an opportunity to invest in the oi] 


225 UBibep, 23 

226 +inewhich it holds a 50% interest. 

227 EMR NEP (1980) p. 51 

228 Wendy Dobson "Canada’s Energy Debate" C.D. Howe 
Pnstethte 198iteppeed 1532 
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and gas business."229 In the last three years Power 
Corporation (through its subsidiary Consolidated-Bathurst) 
has invested almost $150 million in Western Canadian energy 
projects. 23° Recently, in April 1981, Consolidated-Bathurst 
bought a 20% interest in Sulpetro 011 Company of Calgary. 
Another central Canadian interest to gain from the NEP is 
the Argus Corporation, owner of Norcen Energy Resources Ltd. 
231 Norcen has “applauded the government’s intent to create 
more incentives and opportunities for Canadian companies" on 
the frontier.232 Norcen’s President, E.G. Battle, says that 


the frontier exploration grants "will permit us  to- spend 
several hundred million dollars a year more on this 
area."233 Furthermore, Argus’ Chairman, Conrad Black, has 
recently indicated that he is hoping for "a _ possible deal 
with a major oil] company" that would sell its Canadian 
operd tions?2e* This evidence indicates that large oil 
capital and central Canadian industrial capital are to be 
the major beneficiaries from the latest energy policy. 

In assessing this outcome, one finds that although the 
state does maintain some degree of autonomy in its actions, 
the degree to which certain fractions of Canadian capital 
Stands. tosegain irom. *thepr NEP simnGigatesenthat Sthesstates 
withinate lyeeacts® primar ibyoocin*otheweinterests) “ot private 


229 cited in October Summer 1981 p. 21 

See be Pena 2 7 

231 Norcen, being 75% Canadian owned, qualifies for the 
maximum federal incentive grants. 

232 Qctober Summer 1981 p. 27. 

233 Globe and Mail April 16, 1981 p. B3 

234 cited in October Summer 1981 p. 22 
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capital. As Miliband argues in explaining the concept of 
‘relative autonomy’ : 

it (relative autonomy) simply consists in the degree 

of freedom which the state (normally meaning in this 

context the executive power) has in determining how 

best to serve what those who hold power conceive to 

be the ‘national interest’, and which in fact 

involves. the service of the interests of the ruling 

class. 235 

Finally, there are three additional interests which 

gain considerably from the NEP: the governments of Canada 
and Alberta, and consumers. John Helliwell and Robert McRae 
have demonstrated in a recent analysis of the effects of the 
NEP on revenue distribution, that the major beneficiaries of 
the NEP in terms of revenue distribution are the federal and 
provincial (oil producing) governments, and energy 
consumers.23& They demonstrate that out of a total economic 
rent (the surplus remaining after expenses have been met) of 
$519 billion ($1980), the oil and gas industry will receive 
$25 billion (5.2%), Canadian energy consumers, $212 billion 
(42.2%), the federal government $76 billion (15.1%), and the 
provincial (producing) governments $188 billion (37.5%). An 
additicnal® $136 tab nhition hts realicudatedRto{bes ostatnrough 
waste due to the efficiency loss associated with lower 
prices. Hence, the NEP represents a substantial transfer of 


economic rent to both producing governments and energy 


consumers. In this respect »then,;rethe, NEPssdoes «serve 


a5 PER: Miliband Marxism and Politics Oxford University Press 


iS Gee oS | Bt ie 
236 J. Helliwell and R. McRae "The National Energy Conflict 


in Canadian Public Policy Winter 1981. 
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interests outside those of private capital. In this, one can 


detect some autonomy in state action. 


THE STATE AS A CAPITALIST-- AN EMERGING TREND? 

Before proceeding with an analysis of the response of 
the oil and gas industry to the NEP, it is necessary to 
analyze the role of the state in energy policy. As was 
briefly outlined in Chapter 1, one method of analyzing 
direct state participation in the economy (or more 
specifically for the purposes of this thesis, the energy 
sector) has been to portray the state as acting as a 
capitalist. This type of analysis has become increasingly 
popular in recent years and is characteristic of the work of 
Petter Nore, Peter Evans and Robert Duvall and John Freeman. 
However, while there are some characteristics of the 
Canadian state’s involvement in the oil and gas sector which 
are compatible with the state as a capitalist thesis, on the 
whole this analysis is not suitable in explaining the 
Ganadian state’s participation«in theroil candrrgas'! sector: 
Butessbefore explaining iathenireasons@ fommgth rs: ei Sri imsit 
necessary to explain what the concept of the ‘state as a 
capitalist «means. 

This type of argument is really a state capitalist one 
which predicts that the state will greatly expand in coming 
years, to the point where it will become the dominant 
producer in the oil and gas sector. Is this a realistic 


assumption to make about the growth of Petro-Canada (or 
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other state oi] companies) in the next decade? It is argued 
here that it is not. Evidence for this lies in the fact that 
before the Petrofina takeover, Petro-Canada accounted for 
only about 3% of the petroleum industries’ revenues. 237 Even 
with the takeover of Petrofina this level has increased to 
only 5.5 percent. Further substantial growth is unlikely 
because this would squeeze two of the. state’s major 
instruments of Canadianization-- Nova and Dome. Although 
these companies are presently quite willing to enter’ into 
joint ventures with Petro-Canada, it is likely that they 
will press for limits to be placed on the further expansion 
of the state oil company. Indeed, Lalonde himself has 
indicated that the state does not intend to allow’ unlimited 
expansion of the state oi! company. 

the National Energy Program fosters an increase in 

public ownership of petroleum assets to a point 

large enough to ensure a strong public sector role 

in the industry and small enough to keep. the 

industry overwhelmingly in the private sector. 238 
Of course Lalonde argues that Petro-Canada has an important 
part to play ensuring that the federal government has a 
significant presence in influencing change in the oil and 
gas sector. However, the major actor in that sector will 
nevertheless remain private capital. 
Daapetroscanada revenues before the takeover of Petrofina 
were $976 million in 1980 or 2.83% of the oil and gas 
industry’s total revenue of $34.5 billion. If Petrofina’s 
1980 revenues are added to Petro-Canada’s, the total equals 
beoueOr total industry revenues. 


Calculations made from "Energy’s Top 100° in Energy; 


September 1981. . 
23 Marc Lalonde; Energy Forum; Fall 1981 p. 10. Emphasis 


added. 
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The (former) Canadian Ambassador to the U.S., Peter 
Towe, has also emphasized the limited role that the public 
sector will play in the future in the energy sector. In a 
Speech igivenminaWashingtonso0eC. Miatewint 1981) teToweafstated 
thats 

The Government does intend to enlarge the role of 
the public sector but it will remain relatively 
small. Companies like Petro-Canada will continue’ to 
be at the forefront of high risk developments. But 
the success of the NEP will depend primarily on 
private investment. 238 

Secondly, the state as a capitalist thesis requires 
that the state do more than merely facilitate conditions 
that are favourable to the accumulation of (private) 
Gavitale. (bor: example through granting generous tax 
concessions or in general fostering an attractive business 
climate.) It must itself, as an entity in its own right, 
directly participate in the accumulation of capital. But is 
the state (through Petro-Canada) directly participating in 
FHemeaCcCLMI lation, or Cablials bDaSdCdllly a) lem SenOL m CCi eddy 
the government has injected large amounts of funds’ (from 
general revenues) into Petro-Canada since its formation in 
1976. However, to date almost all of Petro-Canada’s growth 
has resulted from acquisitions and hence there has been 
little net accumulation Of ~Gapltdali ine: thes o1 leeandssdas 
industry as a result of Petro-Canada’s presence. What little 


net expansion of capital Petro-Canada has contributed has 


come from its frontier investment. However, even here the 


238 Peter Towe; "Canada’s National Energy Program’ ; 
Washington, aDece; October 90S 01 OS Dinos 
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net contribution has been modified by the fact that all of 
Petro-Canada’s exploration has been in joint ventures. The 
other method through which Petro-Canada might contribute to 
capital accumulation is through re-investing its profit in 
further oi] and gas investment. However, to date 
Petro-Canada has not been a very profitable operation. 
Although its profits have increased steadily from $3.3 
Mo liOnrmeinaMio76- Lo torS3he2: mill iontineigo79 24h fancies Som7 
million in 1980242, to date Petro-Canada has yet to enjoy 
high profit levels. Of course, as the 1980 profit figure 
suggests, thts #is’¢changing Sandg@wi feGcan, be “reasonably 
predicted that Petro-Canada will become a more _ profitable 
operation over the next decade. But to date, Petro-Canada’ s 
DhOfubSEanave mol, Ine any WEsignificantmiway s.contmi buteagVato 
capital accumulation in the oi1 and gas sector. 
Anotherrindication  thatrethenéstatemers Sactimngeiasmna 
capitalist is when it undertakes, in Nore’s” terms, 
toffensiverna tionalizations. ~Buttagain#® thiustce1 termi alydoes 
not match Petro-Canada’s actions. To date the state has not 
nationalized a single oil company. All of its expansion has 
occurred through takeovers conducted as any private firm 
would proceed in a takeover. Petro-Canada has bought’ the 
shares on the open market and made offers for the remaining 
outstanding shares. No legislation has been passed 
compelling a private company to sell out to the state. 


240 Petro-Canada Annual Report 1976 
241 Petro-Canada Annual Report 1979 
242 Petro-Canada Annual Report 1980 
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The final factor mitigating against the state as a 
capitalist thesis is that with the Canadianization of the 
oil and gas _ sector (a good part of which has been through 
private means) proceeding at a rapid pace,243 and with the 
government being very optimistic about the financial outlook 
for the petroleum sector over the longer term, there will 
not be the same necessity to expand the state oil company 
for Canadianization purposes as existed prior to October 
1980. Hence, due to the reasons outlined above, the state as 
a capitalist thesis remains inappropriate in explaining and 


predicting state action in the energy sector. 


RESPONSE TO THE NEP - - "“CANADIANIZATION EQUALS 
NATIONALIZATION" 

Not surprisingly, the response of most of the oi] and 
gas sector (particularly those companies with a high level 
of foreign ownership) has been hostile towards the NEP. In 
particular, objection was raised to the PIP which was 
condemned as "discriminatory", 244 the 25% back-in granted to 
Petro-Canada, the more stringent Canadian ownership 


requirements, the Canadian procurement requirements, and the 


243 Marc Lalonde, in an October 1981 lecture in Edmonton, 
indicated that if the present pace of Canadianization 
continues, the target of 50% Canadian ownership in the oil 
and gas sector would actually be exceeded by 1990. 

244 Edmonton Journal October 29, 1980 p. C2 
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increased ministerial discretion.245 Even Dome Petroleum, 
before creating Dome Canada (a company with only one 
employee) to get around the Canadian ownership requirements 
condemned the NEPS, Bild Richards® Presidenterofuedome 
Petroleum, complained that»: it! was’)"“unbelievable-*that «a 
budget like this would ever be produced in Canada." 246 

A common response, intended to put pressure on the 
federal government to alter the NEP and Bill C-48 247 has 
been to publicly announce a reduction in exploration and 
development expenditures in Canada. For example, Gulf Canada . 
announced its intention to reduce its 1981 exploration 
budget by $130 million, 248 and Mobil Canada reduced its 1981 
exploration budget from a planned (pre-NEP) level of $100 
million to $50 million, a decision made by Mobil’s head 
office in the U.S..24% Although the industry’s reaction was 
predictably hostile it appears that their threats to reduce 
exploration in Canada have had but a marginal impact = on 
federal energy policy since the NEP. True, the new pricing 
agreement essentially gives the world price’ for new oi] 
and tt Significantly increases” thesprice of conventional von! 


(or "old" oil) after 1982, but it is also accompanied by new 


24>eGiobe tand?Mai Ie@March 275 1198trpeb2 

246 Calgary Herald October 29, 1981 p. A2 

247 There have already been some changes to Bill C-48. These 
Qinpebeedealtawitiein Chaplet... 

248 Edmonton Journal June 23, 1981 p. E6 

249 Richard Gwyn "The Issue is Power: Alberta vs Ottawa” 


Edmonton Journal February 2, 1981 p. A6 


oer 


een ona 
ss 
ano Vine cwitiw VNECRAOS pt 8b 


— 
‘€ 


muabows 


J Ane Me 
aT wnt ‘pad  qrtcisti) St eee, ors 
“ one 
i ia vo 706 ~~ 


s 


Vari? afdavetledniu” 26w # 148! ant shgmns 


amet to d8ebFaer%9 .2bvads 


mn 


To 


22” shens2, hi besubo rd od neve bi uow zie ont iis spDud 
Ai am awzes79g tq of pabastet ~8anoQes" NeeTENgS <7 


Sel  gh-9 7a ons. Ta8 arity aatis co} Inemin even: (6: sbe? 
6 : tage 
ss fot fatol Gxe ni nerisuos 4 s;tusws. vio ldue ot ai 0” 

7 - i 
shar Tiwe ,Siasxs ‘O71 . Senet seprett | SeeeaQaAS rremqot av30 


ledstose :@RL. art cuban Be. eeayeetei 127 eon 


a 
bacubs’ sbansd dat ofa 242, nor iin oc12 wd Jeg 


_ 
hd 7 


+ s| | S3-s4q) benrelq gas Jegoud ¢ not tsxot@ 


snsm riofafoeh = abt tim 062 of | ee 


x 


$440°_ 0 ‘Vet eienl arg Guar ert. 2 att int ieat jos 
i. >= - 
ocuten 2) efeswit ahead edd eheemie 3) Steed viderstbeag 


ane 
no toad fentéeten = Tu Ber evie) shares a not Tssclgne 


a 


=| 


elation ant pgutt <4 23) Softee yor ion vores % ahs" 
aoa 


wir iat So¢9q bi now SAE @avis pc atseaane Song 


tte fampttnavyries” ho Ss: cy a shaaaront wi treo bragh: he bas 


> 


wary yes we 4$emccn oeie' 2h MM tud S887 nepts. ( Foe ‘pto* 


a 


ee 

ae faee 

send een: it JE ot aspeikrin oe 
| _ 


150 


and heavier taxes.25° Nevertheless it is likely that this 
change was inevitable, and due not to industry pressure but 
more Sehike ly @ tom the wipréssures ofefiscalterrsisvfeut from 
within the government, and from the Alberta production 
cutbacks, the third of which would likely have caused 
additional imports at the world price. Indeed, pressure on 
the federal government was mounting on all sides (from 
business, consumers and the provinces) to resolve the 
dispute with Alberta. Thus it would appear that oil capital 
had little influence on the final format of the new pricing 
agreement. 

The following section will examine briefly the 
federal-Albertan cont) rot erover Teprieing=@esincem thes NER 
followed by an examination of the September, 1981 pricing 
agreement which resolved that cOnfl 1ct (at least 
temporarily). The most important pressure bearing on this 
conflict for the purpose of this thesis was the intensifying 
fisca lcrisisein sthe period “of S'themelate ye 1ci70s @rand@sear ly 


1Se0sa 


FEDERAL-PROVINCIAL RELATIONS OVER ENERGY AND FISCAL CRISIS 
As. QwastiPargqued’*in Chapter S23 thercontinuing cont iTct 

between Ottawa and Edmonton has had a great deal to do with 

a struggle for power. This conflict intensified with the 


release of the NEP in October 1980 spawning a_ fairly 


250 for example the Incremental Oi1 and Revenue Tax (IORT) 
and a higher PGRT. 
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widespread western separtist movement in Alberta. A number 
of issues continued to be at the heart of the conflict. As 
was common to the 1970s, pricing and revenue-sharing were 
again the major components in the dispute. This was 
initiated by the fact that the original pricing schedule set 
out in the NEP (the blended price) was so low that the 
increases it allowed would not even have matched the 
projected rate of inflation over the next five years.251 
Alberta wanted prices for conventional oil to reach 
$37.25/barrel by January 1, 1984252 while the NEP offerred 
only $25.00/barrel by that date. Indeed, the pricing 
proposals contained in the NEP were so low that they could 
not be taken seriously. This was reinforced by the fact that 
no mention was made of a price for frontier oil. The other 
contentious issue contained in the NEP was the tax on all 
gas production, including exports. This meant, in effect, 
that the federal government had levied an export tax, 
something Alberta objected to on constitutional grounds. 
With the publication of the NEP relations between 
Ottawa and Edmonton reached a new low, with almost a year 
passing before the pricing issue was finally resolved. 
Before examining this new agreement however, it is first 
necessary to discuss the emergence of a new factor in_ the 
2edaNichae Walker "The National Energy Program: Overview of 


Its Impact and Objectives" p. 14 in G.C. Watkins and M.A. 
Walker (eds.) Reaction: The National Energy Program The 


Fraser Institute 1981 
252 "Alberta’s ‘Energy Package’ Proposal Including 
Commitments for Canadian Energy Self-Sufficiency" July 25, 
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late 1970s which is important to explaining federal actions 
in thes energy ssectorm=sthat/of'fiscal crisis) cAs (0*Connor 
explains it, fiscal crisis occurs because the state provides 
more and more services (e.g. education, medicare, 
infrastructure, etc.), but receives insufficient revenues to 
Finance these undertakings. 
Although the state has socialized more and more 
capital costs, the social surplus (including 
profits) continues to be appropriated privately.... 
The socialization of costs and the private 
appropmiationFrofeprofitsrcréeates anfiscal crisis,jtor 
“structural gap," between state expenditures and 
state revenues. The result is a tendency for state 
expenditures to increase more rapidly than the means 
CfMminancingrthemnms 
This is precisely what has happened to the federal state. In 
particular we are concerned with how this has affected state 
actions in the energy sector. AS a preliminary statement, 
one can draw a direct link between the presence of fiscal 
crisis and the demands for more revenue contained in the 
NEP, and the recent pricing agreement which provides 
considerably more revenue to the federal government. 

As the fiscal arrangements are an enormously complex 
issue it is obvious that they cannot be examined here in 
great depth. However there are a number of critical elements 
which must be mentioned so as to demonstrate the existence 
of a fensCall Cruisise Three primary components are 


equalization payments, the deficit (the latter becoming even 


mone sacri tical = anelight<of record hign@interest rates), and 


253 James 0’ Connor The Fiscal Crisis of the State St. 
Martin’ sePress 1973p. 9 
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the oil import compensation program. 

The fiscal arrangements which only came into effect in 
1972 provided for provincial equalization payments based on 
all major revenue sources. However, the system of payments 
became inappropriate in 1973-74 after the four-fold oi] 
price increases by OPEC. If Alberta was to’ sell her “oil at 
comprable prices it was estimated that her energy royalties 
would increase by $2 billion annually.254 Ontario would have 
then become a have-not province and be entitled to 
equalization payments,?°55 thereby significantly increasing 
the financial strain on the federal government. The severity 
of the problem was alleviated by two measures: fixing the 
domestic price of oi] well below the world price and 
establishing a tax on oil exports, essentially all of which 
accrued to the federal government. Secondly, changes were 
made to the equalization formula such that only one-third of 
additional energy royalties earned after 1973-74 were 
included.25°® A further alteration was later introduced in 
1977 such that the equalization formula included 50% of 


254 Thomas Courchene "Equalization Payments and Energy 
Royalties" in A.D. Scott (ed) Natural Resources Revenues: A 
Test of Federalism University of British Columbia Press 1976 
p. 73-107 cited in D. Smiley Canada in Question: Federal ism 
in the Eighties 3rd edition McGraw-Hill Ryerson Ltd. 1980 p. 
169 

255 Although no equalization payments have been yet paid to 
Ontario, Courchene estimates that the amount owed is $1 
billion. see Thomas Courchene “The National Energy Program 
and Fiscal Federalism: Some Observations" in G.C. Watkins 
and M.A. Walker (eds) Reaction: The National Energy Program 
The Fraser Institute 1981 p. 85 

256 mesmileyeopmecit apm 70 
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provincial revenues derived from non-renewable resources. 257 
However, despite these changes Ottawa's equalization 
payments continued to increase. 

The revenue-sharing formula which existed before the 
NEP also affected the equalization formula. Before the NEP 
(and the recent pricing agreement) which substantially 
increases the amount of revenue accruing to the federal 
government?°&8 the amount accruing to Ottawa was very low. 
Indeed, part of the reason prices have been restrained 
throughout the 1970s was because of the impact higher prices 
for Alberta would have had on the equalization formula. 
Thomas Courchene demonstrates that a mere $1/barrel increase 
in the price of domestic oi1 would result in an increase in 
equalization payments of $78.1 million.25% Although this 
amount would have been covered by the increase in revenue 
accruing to the federal government ($100 million), as 
Courchene points out, the Key is that the increased federal 
revenue "would not cover (the) incremental equalization 
burden if Ontario were deemed to be eligible to receive 
Saualiza Clone 5° 

The second ‘major element sofey 1 1scal™ crisis 1s) the 
federal deficit which has increased from $614 million in 


2am eomiley Ope eclitus ps 1/0 

258 The split before the NEP was commonly put at 45% to the 
producing provinces, 45% to industry and 10% to the federal 
government. After the pricing agreement the federal share 
rises to 29%, the provincial share declines to 34% and 
industry’s share falls to 374. 

258 see Thomas Courchene op. cit.. In Reaction: The Nat ional 
Energy Program p. 83. 

260 Thomas Courchene IBID p. 82 
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1972 to $12.1 billion in 1979.26! This reflects a situation 
in which federal expenditures are far outpacing revenues. 
With the petroleum industry accounting for 30% of all 
profits made in Canada towards the latter part of the 1970s, 
it is not surprising that it became a target for increased 
revenues.?°2 Table 626% illustrates the growing federal 
deficit between 1970 and i979 and contrasts this with the 
relatively healthy provincial accounts of British Columbia, 
Saskatchewan and Alberta, the primary oi] and gas producing 


provinces. 


261 Canadian Tax Foundation The National Finances, 1979-80 


VSIIO) fern eke: 
262 Financial Post March 7, 1981 p. 8 ; ee 
263 cited in L. Pratt "Energy: The Roots of National Policy 


Table 2 Studies in Political Economy Winter 1982. 
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TABLE 6 


Surplus and Deficits of Federal and Provincial/Local 


Governments National Income and Expenditure Accounts 


1970-1979 


Federal Sask. ,Alta. Other Federal Sask. ,Alta. Other 
Eple Bb. 


Provs. 


($ millions) (Percent of GNP) 
1970 266 -67 -586 0.3 -0.1 -0 
1975 -3805 377 -2624 =<2.3 G:2 - 1 
STE -3356 929 -3916 -1.8 O75 - 
1977 -7693 1784 -2355 -3.7 0.8 - | 
1978 -11357 2532 -2538 -4.9 £30 -j 
1979 -9169 3284 2554 -3.5 1.3 - 4 


Source: Government of Canada, Department of Finance, 
Economic Review: A Perspective on the Decade, 
April, 1980 Tables 11.1 and 11.8. 
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Another development which has indirectly increased the 
financial strain on the federal government has been the 
substantial outflow of capital from Canada for foreign 
takeovers. This has placed considerable downward pressure on 
an already-weak Canadian dollar, forcing increased payments 
for federal programs such as the Oil Import Compensation 
Program. Indeed, concern mounted to the point that Finance 
Minister Allan MacEachen requested that the chartered banks 
reduce the number of loans made to companies for the purpose 
of foreign takeovers. It is significant to note that = an 
important cause of this capital drain, Canadian takeovers of 
foreign-owned oi1 companies, was specifically exempted from 
this appeal for restraint. This demonstrates that the 
government is concerned about the capital outflow (and_ the 
weakness of the dollar), but is still firmly committed to 
Canadianization in the oi1 and gas industry. As Lalonde has 
Saved. 

The message is staid Canadianize. The 
Canadianization program has the full endorsement of 
the cabinet and the minister of finance. It’s a 
matter over the next short while of pacing ourselves 
a little bit better than we have in the last few 
TKS Se se 

The final source of strain on federal finances that 
will be examined here is. the Oi1 Import Compensation 
Program. Table 7 shows that the cost of the oil import 


subsidy has exceeded federal revenue from the 011 Import 


Compensation Charge from 1975-76 to 1979-80. This has 


264 Edmonton Journal August 1, 1981 p. A10 
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contributed significantly to the "fiscal CRIsis: now 


prevailing within the federal state. 


130 


ey shigS  7/ 


REVENUES FROM OIL EXPORT CHARGE AND EXPENDITURES FOR 
OIL IMPORT COMPENSATION PAYMENTS 


($ millions) 


1973 1974 1975 2iS76GM S77" 219785. 19739 
ayo ape) =16 aay aifis =—79 =6 0) 
Revenue 


Oi exporietax 287 224 = ae a aie we 
Olle eExpornts Charges =— 1.445 3.063 661 432 328 Wee 
Total Revenue 287) 26692 1706 66 1 432 325 139 
Expenditure 


0i1 Import 

Subs idy Loy mle reooe 945 925 apes, ees 
Prov. Share 

Of Export Tax 143 a mie =i mie Se as 
Total Expenditure300 1,273 1,582 945 925 O2608 1s OTD 
Net Revenue 

(Expenditure) (13) 396°(519) © (284)%( 4935300) (840) 


Source: Budget Speech; December 11, 1979 p. 45. 
Department of Finance; Government of Canada. 
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All of these factors contributed to the “fiscal crisis" 
of the federal state in the late 1970s and early 1980s, 
thereby forcing the government to take action to expand its 
revenue base. Hence, the NEP was designed with one of its 
major objectives being to increase the amount of revenue 
Flowing into federal coffers. The final section will examine 
the latest measure which the federal government has taken in 
the oil and gas sector to attempt to alleviate the acute 
strain of fiscal Giisase Thisheisy icotetcounserelthe 


federal-Alberta pricing agreement. 


THE SEPTEMBER 1981 PRICING ACCORD 

The September 1981 agreement between Alberta and Ottawa 
represented the first agreement on oil and gas pricing 
between the two levels of government since 1975. This 
agreement is significant for a number of reasons. First, it 
has meant that the drawn-out battle over pricing has, _ for 
the moment at least, been resolved. Alberta has restored the 
DbEoduetion cutbacks, given the the gqo-aheaas tom 4 lisands sand 
Coldpelake, <and. most significant! yimaccepltedmine principle 
objective of the NEP-- Canadianization. Indeed, Alberta has 
even agreed to pay the PIP costs (estimated at $4.3 billion) 
over the (5 year) length of the agreement. On the _ federal 
side, the agreement institutes a pricing schedule which is 


much more acceptable to both levels of government and_ to 
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industry. 2&5 The agreement differs from the original 
pricing schedule in that it distinguishes between "old oil" 
(that discovered before January 1, 1981) and "new oil" (that 
discovered after December 31, 1980) and provides a pricing 
schedule for frontier oil which was not specified in the 
original NEP. Furthermore, the September/1981 agreement 
allows for much larger price increases which will benefit 
all actors involved, but most significantly, the federal 
government. Under the old schedule the price of a barrel of 
oil was to increase by $2.00/year until 1983 and after that 
by $4.50/year until 1985 followed by increases of $7.00/year 
until 1990. By July 1, 1986 the price would have’ been 
$38.75/barrel. Under the new agreement the (old oil) price 
rises much more rapidly, increasing by $8.00/barrel per year 
until 1986. On July 1, 1986 the price will be $57.75/barrel. 
266 sihis price Ws significantly higher than that set out in 
the 1980 NEP. A comparison of the two pricing schedules is 


set out) in Tablets. 


265 However, it is important to note that business is far 
from satisfied with the new pricing agreement (in particular 
the new and heavier taxes which it contains). This will be 


examined below. . 
266 It is important to note that the price for old oi] will 


never be allowed to exceed 75% of the world price for oil, 
less transportation costs to Montreal. 
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Year 


Jan 1980 
Aug 1980 
Jan 1981 
July 1981 
Sele 4) Ghee 


July 1987 
Jan 1988 
July 1988 
Jan 1989 
July 1989 
Jan 1990 
July 1990 


Notes: 1) For conventional old oil, 


TABEE=s 


Comparison of pricing schedules 


NEP Wellhead 
Oil Price 


New agreement 
conventional old 


011 wellhead 
price(1) 


Estimated 
New oi] 
reference 
price(2) 


the wellhead 


price will never exceed 75% of the world 


Siac 


3 


2) The NORP will not exceed 100% of the 
international price of oil. 


Source: 


EMR NEP 1980 p. 


20% 


"Memorandum of Agreement between the 
Government of Canada and the Government 
of Alberta relating to Energy Pricing 
and Taxation" September 1, 1981 pp. 2&4. 
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The new agreement also establishes a price for new oil, 
which includes conventional oil discovered after December 
31,1980, synthetic 011 and o11 from the Canada Lands, which 
approximates (but will never exceed) the world price for 
oil. (See Table 8.) 

How does the new pricing agreement alter the thrust (if 
at all) of the original NEP? Who benefits from the new 
pricing agreement and _ who loses? The most obvious 
characteristic of the new agreement is that it generates a 
tremendous amount of revenue-- some $212.9 billion over’ the 
five year life of the agreement. Of this, according to 
Ottawa,2°®7 the federal government will receive 25% (or $54.3 
billion), Alberta 30% (or $64.3 billion), and sindustry 44% 
(or $94.2 billion). (See Table 9.) 


267 These figures have been disputed by academics and the 
industry. 
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TABLE 9 


REVENUE-SHARING ESTIMATES 1981-1986 
(billions of dollars) 
Government of Canada 
Canadianization Levy 
Natural Gas and Liquids Tax 
Pine. Dor aa ax 
Incremental 011 Revenue Tax 
Net Petroleum and Gas Revenue Tax(2) 
Corporate Income Tax 
Surplus Petroleum Compensation Charge(1) 
SUB -TOTAR 
GOVERNMENT OF ALBERTA 
Royalties and Freehold Tax 
Alberta Incentives Programs(3) 
Onrimexpor t. tax 
Corporate Income Tax 
Land Payments 
Petroleum Incentive Payments 
Canadianization Grants for Synthetic Oi] 
SUBS OPAL 
INDUSTRY 
Cash F low 
Operating Costs 
Petroleum Incentive Payments 
Land 
Canadianization Grants for Synthetic Qi] 
SUBSTOTAL 
TOTAL REVENUES 21283 
(1) Surplus Petroleum Compensation Charge is any 
revenue accruing to the Government of Canada in 
excess of the amount required to rinance oi] 
import compensation and oil qualifying for the New 
Oil Reference Price. 
(2) Petroleum and Gas Revenue Tax less Government 
of Canada PIP payment. 
(3) Includes Alberta drilling and geophysical 
incentives, new oi] and gas royalty holidays and 
enhanced recovery royalty relief. 
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Source: Memorandum of Agreement between the 
Government of Canada and the Government 
of Alberta relating to Energy Pricing 
and Taxation. Table 3 September 
ty 19813 
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This is considerably more than any of these participants 
would have received from the original pricing schedule. 
Indeed, it has been estimated that the new agreement gives 
the federal government an additional $14 billion, the 
Alberta government $8 billion, and industry $10 billion.26& 
All of this serves to reinforce the argument of this thesis 
that the state is not working solely at the behest of 
pravated tcapitalenibute lini its®ownninterés thastwellisibistis 
also evident in the fact that the response from industry to 
the agreement has been mixed at best. Although small oi] 
capital can benefit from the higher price for new oil, it is 
nevertheless very concerned over other aspects of the 
agreement, in particular the increase in the PGRT from 8% to 
an effective rate of 12%. As mentioned above, this tax hits 
the smaller, non-integrated companies particularly hard as 
virtually all of their revenue is derived from production 
revenues and hence (unlike the integrated companies with 
downstream profit-making activities) is subject to the tax. 
Aiphough theytstand torgain from theehincent iveontencexp lore 
for new oil (and receive the world price) this is of 
questionable value as it is anticipated that most of the 
remaining oil in Canada will be found offshore or in the 
beet ceeevidencesfervthis lvéstinethe tactethathithne erederad 


government believes that 80% of Western Canadian oi! has 


268 see B. Scarfe and B. Wilkinson “The New Energy 
Agreement: An Economic Perspective’ paper presented at the 
Ontario economic Council Outlook and Issues Conference 
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already been discovered. The Geophysical Service Council, a 
federal agency. estimates that in order to discover between 
2.6 billion and 3.3 billion barrels of oil in the West, 
22,000 wells would have to be drilled. However, only’ 150 
wells off the East coast or 75 wells in the Mackenzie River . 
delta of the Beaufort Sea would be required to produce the 
same amount of oi1.2&% Hence it appears that the amount of 
accessible conventional oil remaining in the West is small. 
Furthermore, PIP incentives for exploration on _ provincial 
lands are significantly smaller that those on federal lands. 
Thus it appears that although small oil capitals’ position 
has been improved by the pricing agreement, this improvement 
is only marginal. In light of the above conditions, small 
oil capital is not a major beneficiary from the new oi] 
agreement. 

Nor does foreign-owned oi1 capital make substantial 
gains from the agreement. Their major grievance was with the 
PIP which has remained unchanged. In addition, they now have 
another major irritant with which to contend, the 
Incremental Oi1 Revenue Tax (IORT). This is a tax which will 
be levied at a rate of 50% on incremental oi] revenue’ which 
is defined as the difference between the actual revenue 
received by a company and the revenue it would have received 
under the original NEP pricing schedule. Furthermore, the 


PGRT has been increased. However, foreign-owned oil capital 


ieitecce Anthony McCallum "Oil Companies Shifting funds to 
frontier" in the Globe and Mail; January 4, 1982. 
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will nevertheless receive substantially more for their 
production and due to this they are better off than before 
the agreement. 

The major beneficiaries from the new agreement are big 
Canadian oil capital, and the Alberta and federal 
governments, particularly the latter. Frontier oil is now to 
receive the world price and it is Dome Petroleum which is 
the major beneficiary of this. Nova is another Canadian 
company which benefits considerably from the agreement. The 
Alberta government also does well by the agreement, not only 
due to the additional revenue (some $8 billion) it will 
receive, but also because stability can now be restored to 
the industry, thereby allowing eee a in the province to 
increase and the mega-projects to proceed. 27° 

However, it is the federal government which profits the 
most from the new agreement. As mentioned above, it is to 
receive an estimated total of $54.3 billion from the pact, 
some $14 billion more than what it would have received under 
the original pricing schedule. How does one explain this? It 
has been established above that the federal government is 
cUnrenmby sexperiencing a) fiscalm@cmis1Smnenicest sheaquines 
pevenue which the pricing agreement certainly provides: 
Indeed madue tomfiscal crisis sandethestactethdtetnesoni Gamal 


pricing schedule was so low (along with the significant 


PEOMBO thE A Sandsmaid scold sbdke vs OGm hempDResel imc. medio 
have been abandoned; however, this was due more to high 
interest rates and falling world oil prices than to the 
inadequacy of the September 1981 agreement. 
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omission of a frontier oil price) it was argued above that 
the first schedule was only a bargaining position. It has 
been the government’s intention for some time now to 
increase its revenue from the oil and gas sector and to 
ensure that Beaufort Sea production goes ahead. The new 
pricing agreement intends to ensure that both these 
objectives are met. 

From this analysis one can observe that different 
fractions of capital benefit in differing degrees from. the 
September 1981 pricing agreement. Indeed, taken in 
Tsotation, —t can? be arqued  =that vali fractions Of oil 
capital improve their position, albeit in varying degrees. 
Hence the agreement certainly benefits private oil capital, 
as opposed to consumers who are required to pay 
significantly more for energy. However, the agreement 
primarily benefits the (federal) state and in this sense one 
Gan argue that the state, in coming to this agreement, is 


serving both its own and private (o0i1) capital’s interests. 


CONCLUSION 

The objectives of this chapter have been two-fold. 
First, to demonstrate that although some change can be seen 
with past DO LTEGY, on the whole the NEP maintaines 
considerable continuity with the energy HOdnGY, that 
deve loped throughout the 1970s. The second and more 
important objective (the argument for which will continue in 


the next chapter) is that although certain fractions of 
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capital (namely particular components of oi1 capital) have 
opposed the NEP, it has nevertheless been designed to 
benef wt t Canadianeicapitah? Intpar ticutan,? iiebenefitsy large 
Canadian oil capital-- companies such as Dome Petroleum and 
Nova, and central Canadian capital. The next chapter will 
continuehthisn argumentiwfocusing’ onSeBill C=48qyande@ the 
provisions contained therein which actively favour Canadian 


industrial capital. 
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IVE BIN1* C=48 
INTRODUCTION | 

With the release of the National Energy Program in 
Detober) =198i most Mindustry Pandeepress attention was 
initially focused on the actual NEP document. However, there 
was another integral component of federal energy policy 
released almost simultaneously with the October 28 
document--OBi198C=48) andit ais@this! legislation? thatstwi 14 
be examined below. Briefly, this legislation requires higher 
levels of exploration and development activity on the Canada 
Lands than had been required in the past; increases 
ministerial discretion concerning the declaration of a 
significant discovery, the drilling of wells, and _ the 
commencement of production; provides Petro-Canada with a 25% 
"back-in" or carried interest on any lease located on the 
Canada Lands; and requires that Canadian industrial capital 
Captube aeesignificant portion of the spinoffs generated by 
frontier oi] and gas exploration. 

Bill C-48 has proven to be a highly controversial piece 
of legislation as native groups, the producing provinces, 
and the foreign-owned oi! companies have vociferous ly 
opposed its enactment. Objections to the legislation centre 
arpoundentour’ aspects -of?’ the®sba ile esincreasea ministerial 
discretion, 50% Canadian ownership of the oi] and gas 
industry by 1990, Petro-Canada’'s preferential access to 
frontier lands (basically through the 25% back-in granted to 


the crown on all Jand not currently in production), and the 
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requirement that Canadian companies capture a_ significant 
percentage of the industrial spin-offs generated by oil and 
GaSe led growth. Inhismachapter «willie annemealimmotmethese 
complaints, through which the argument of the last chapter, 
that the NEP and Bill C-48 basically serve the interests of 
oil and central Canadian capital will be continued. 

There are three sections to this chapter, the first 
focusing on certain elements of Bill C-48 which illustrate 
how the frontier legislation encourages Canadianization 
through preferential treatment accorded to the state oil 
company, Petro-Canada, and concomitantly, which serves 
(through other provisions) to benefit Canadian capital. The 
second section will focus on oi! capital’s response to Bill 
C-48 as found in testimony presented to the National 
Resources and Public Works Committee hearings held in 
reference to Bill C-48. The final section will examine the 
foreign response which Bill C-48 (and the NEP) has 


engendered. 


CANADIANIZATION 

Petro-Canada and Canadianization 

ihere is litt lesdoubt tha Gat higeG—4 Cee iS eeoeecrucial 
component of the NEP. This was expressed by Lalonde before 


the National Resources and Public Works Committee hearings 
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It is a key element to the National Energy Program. 

It will provide the framework for the careful 

management and successful development of the huge 

Sher and gas potential of the Canada Lands for many 
As an integral component of federal energy policy, it is not 
surprising that Bill C-48 should reflect the basic 
objectives outlined in the NEP. Hence, Bill C-48 has been 
designed to expand the federal government's control over the 
oil and gas industry on the Canada Lands, to encourage 
Canadianization and to benefit certain fractions of Canadian 
capital. (it ydoes jibisein threedbasiiegwayshifirsé: through 
increased ministerial discretion and the special privileges 
it provides to Petro-Canada; secondly, through its 
provisions’ for Canadian procurement regulations and 
spin-offs which will benefit Canadian industry, and finally 
through the requirement that for production to begin on the 
frontier, the operating company must attain 50% Canadian 
ownership. 

There is little doubt that one of the major objectives 
of the Liberal’s latest energy policy is to expand _ the 
federal government’s control over the oil and gas sector. 
this was argued in Chapter” 2) .asmeone™ of | thes reasons 
explaining the establishment of Petro-Canada, and in Chapter 
3 as explaining the expansion of Petro-Canada under the NEP. 
Bill C-48 also encourages the expansion of federal control 
over the oil and gas industry through two basic methods: 1) 
the 25% back-in provision granted to Petro-Canada ; and 2) 


271 National Resources and Public Works Committee Issue 49 
May 2491981 i. 49011 
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through the increased ministerial discretion granted to the 
Minister of Energy, Mines and Resources. 

There is ©little: doubt that the «state oil company 
benefits tremendously from Bill C-48 as it is to receive a 
carried 25% retroactive interest in all lands’ on the 
frontier on which commercial production had not begun prior 
tonvanuaryret, 1976 242tThealegislataon statesmthat, 

Her Majesty in right of Canada is hereby vested with 

and the Minister on Her behalf shall hold a 

twenty-five per cent share 

(a) in an interest provided under this act in 

respect of lands that were Crown reserve lands 

immediately prior to the provision of the 

interest; 273 
It is further stated that this Crown interest may be 
transferred to a designated Crown corporation, ??4 which 
would likely be Petro-Canada. With these provisions, the 
state oi1 company oi likely acquire thousands of acres of 
promising land on the frontier. Obviously then, Petro-Canada 
witli? gain Usubstantial lyefromithetnew tirontacraiegisiation® 
However, this is not to suggest that the state oil company 
Was) snot inu@a TpréferentialReposutionve toracguices frontier 
acreage prior to the enactment of Bill C-48. Indeed, since 
the “release of —the first draft»©of the new)011 and: Gas Act 
(in December 1980) the federal government worked very hard 


tom deal .@ase muchtfrontiereacr cagetito tineastater on le comany 


before the frontier land regulations were finalized. 


272 Bi11 C-48 House of Commons First Reading December 9, 
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According to Park Sullivan, chief of the Department of 
Indian Affairs’s Oil and Gas lands division, Petro-Canada 
would lose its existing preferential claims (granted by the 
1977 interim frontier land regulations) to frontier land 
once the regulations formed under Bill C-48 became law. 275 
Evidence of this past preferential treatment of Petro-Canada 
can be found in the fact that the state oil company recently 
acquired approximately 3 million acres’ in the Northwest 
Territories as a result of two exploration agreements 
reached by Petro-Canada with the Department of Indian and 
Nomtherme Affairs sin Aprils 198 12 ee" os But onder 871i eC-45 
Petro-Canada benefits from more than just preferential 
access to frontier lands; it also, being 100% Canadian, is 
eligible for the maximum (PIP) incentive grants for 
exploration and development on both provincial and federal 
lands. Petro-Canada’s Senior Vice-President of Finance and 
Planning, vJoel Bell, has estimated that Petro-Canada will 
receive approximately $130 million in PIP grants for 
1981.277 Thus from both the incentive grants and the 25% 
back-in on federal lands, Petro-Canada stands to gain 
substantially from the new frontier oi] and gas legislation. 
As was pointed out in the last chapter this strengthening of 
thee state lyoi iMeompanyets Joant Of tieceoCvernment. Smsurakegy 


to Canadianize the oil and gasindustry: 


275 Globe and Mail May 1, 1981 p. 9 
276 Globe and Mail May 1, 1981 p. 9 
277 National Resources and Public Works Committee Issue 53 
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Of course Petro-Canada contributes to Canadianization 
in ways other than merely through its direct presence in the 
oil and gas sector. As was mentioned in the last chapter, 
the state oil company is also intended to encourage 
Canadianization through joint ventures with Canadian 
companies. This has been stated by Petro-Canada’s Chairman, 
Wilbert Hopper: 

; Petro-Canada, by virtue of being the only large 
Canadian landholder in the highly prospective east 


coast coffshore, ra Spanticipant fin levery major yp lay, 
there, and the only Canadian operator on the east 


cOastymorsanthying ihtosnassns Puthe fentmy of Canadian 
companies, both large and small into this investment 
arear7® 


Indeed, according to Hopper’ the NEP has already achieved 
some success in attaining this objective, as he claims’ that 
(due to the NEP and the PIP) a "great number" of Canadian 
companies have already expressed an interest in operating 
with Petro-Canada off the east coast and generally on the 
front VemesG? However , to dates allatof exPetro;Camadars 
joint-venture projects have been conducted with large oi] 
capital. Due to the high expense, technical complexity and 
long lead times of frontier operations, it appears doubtful 
that imanyssmalleCanadian ol companiesewi liventer lintenjount 
ventures with Petro-Canada on the frontier. Rather, it is 
more likely that these joint-ventures will continue to be 
conducted with a relatively few large oi] companies. 


278 National Resources and Public Works Committee Issue 53 


May 28, 1981 p. 53:9 
278 IBID p. 53:9 
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But why has the government chosen to expand the role of 
the state oil company on the frontier? What explains the 
rationale behind the encouragement of joint ventures (on the 
frontier) with private capital? It has already been argued 
that an important reason for this lies in the determination 
of the federal government to expand its control over the 
crucially important oi1 and gas sector. Further explanation 
for this strategy can be found in the fact that oil is a 
strategic commodity and as such its reliable supply is. of 
utmost importance to the smooth functioning of the economy. 
The federal government has determined that the future of 
Canadian oi1 supplies will come from the frontier and it 
wants to ensure that these supplies are developed. Although 
generous incentives (for example, super-depletion) have been 
made available to Canadian capital to explore and develop 
the frontier, past experience has demonstrated that this is 
not necessarily enough to ensure that exploration and 
development will proceed. Hence the state has expanded its 
direct role in frontier activity to ensure that oil, 
essential to the accumulation process, continues in abundant 
supply. Thus far this has been done primarily’ through 
joint-ventures between Petro-Canada and private capital. 
Fundamentally then, increased state participation on_ the 
frontier stems from the fact that the state does not believe 
that exclusive private operations on the frontier will 
generate the development of frontier oil. Frontier 


exploration and development is very costly and offers a 
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relatively uncertain rate of return.28° Hence, the state 
must intervene directly to reduce the risk of the operation 
and entice private capital to participate. Ernest Mandel 
writes in general terms about this type of state action in 
the phase that he terms "late capitalism’: 

More and more investments are rendered possible only 

by direct or indirect State subventions, not because 

thenbourgeoiws Pebass! dss short] ofiicapitalietinasan 

absolute sense, but because the conditions of 

valorization of capital have deteriorated to such an 

extent that the entrepreneurial risk will not be 

taken without guarantee of profitability from the 

bourgeois state. 2&8! 
Hence, one can explain the _ state’s participation with 
private capital (through Petro-Canada) on the frontier as a 
attempt to reduce risk for private capital and _ thereby 
increase the attractiveness of frontier exploration and 
development. Ultimately, this will ensure a reliable future 
supply of oil so as to allow the accumulation process to 
continue and hence maintain’ the Capita last mode of 
production. 
Aid to Canadian capital 

Although the advantages granted to Petro-Canada have 
been condemned by most of the oi] industry?®2, even greater 
hostility has been expressed (most notably by the 
foreign-owned and controlled oil companies and the United 
States government) over those sections of Bill C-48 dealing 
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282 This was documented in chapter 3 and will be further 
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with Canadian content regulations, and the requirement of 
50% Canadian ownership before production can begin on the 
frontier. These provisions while, clearly discriminating 
against foreign capital, at the same time are designed to 
benefit Canadian capital, notably industrial and 
manufacturing capital. The clearest expression of the 
Canadian content regulations can be found in sections 10(3) 
and 362) dh ‘of BillleGe485iiheyastatenthat: 


An exploration agreement shall require the holder, 
prior to commencing any work program, to submit a 
plan satisfactory to the Minister for the employment 
of Canadians and the use of Canadian goods and 
services in carrying out that work program. 283 


And again, 


Before teauthorizing ranyerworkKe crisactinvity an. fhthe 
Minister shall require the applicant to submit a 
plan satisfactory to the Minister for the employment 
of Canadians and the use of Canadian goods and 
services in the work or activity. 2584 


Clearly these provisions serve to benefit Canadian 
industrial capital. Indeed, the federal government is quite 
prepared to openly recognize this. Referring to Bill C-48, 


the NEP states that, 


The new legislation will also provide strong 
requirements for the procurement of equipment and 
services in Canada. Through Petro-Canada, and 
through its other departments and agencies, the 
federal government is prepared to discuss with 
Canadian firms ways to ensure local procurement for 
as large a share as possible of the equipment and 
services required by anticipated 
multi-billion-dollar offshore activities. 7*5 


283 Bi11 C-48 House of Commons First Reading December 9, 
Gigi fe). Ae 

284 TBhDrps 646 

285 EMR NEP (1980) p. 82 
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The federal government has taken a fairly drastic step 
in legislating that a certain percentage of goods and 
services used in the oi] and gas sector must be of Canadian 
origin. Yet it is one deemed necessary as the government has 
been very concerned that to date most goods and services 
currently used in Canada’s offshore activities are imported. 
Finance Minister Allan MacEachen states that, 

The major oil companies have exhibited a tendency to 
rely on their parent companies and _ traditional 
supp ly lines in procur ing Supplies.... the 
consequence of this policy can be ae severely 
diminished role for local industry. 286 
Indeed, MacEachen estimates that approximately 85% of goods 
and services currently used in Canada’s offshore activities 
are imported. It is in response to this condition that Bill 
C-48 has been designed to reverse this trend. This is 
clearly stated by MacEachen: 
We intend to bring about a dramatic reversal in this 
situation. Competitive Canadian suppliers will be 
found and developed. 

The Canada Oil and Gas Act will provide the 
framework for achieving this objective. Under’ the 
act, companies that wish to develop a reserve must 
present a deve lopment plan to the federa | 
government, demonstrating that they have provided 
Canadian suppliers with a fair opportunity to 
provide goods and services on competitive terms. 28’ 

From these statements of government policy one may discern 
the recognition by the federal government of the tremendous 
growth that will take place in the oil and gas industry in 


the next decade, and a determination to ensure that the 


spin-offs from such’ growth be ‘captured by Canadian 


286 Financial Post July 4, 1981 p. C4 
287 Financial Post uuly 4, 1981 p. C4 
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industrial and manufacturing sectors. Indeed, a_ very 
conservative estimate states that 75-80 percent of the 
equipment requirements for oil and gas related refineries, 
pipelines and the tar sands could be supplied by Canadian 
manufacturers, this representing $32 billion ($ 1980) in 
orders between 1980 and 1990.288 A more recent study 
estimates that between 1981-1990, $339 billion ($ 1981) will 
be spent in Canada on new capital investment in plant and 
equipment in the energy sector.28% Furthermore, one can also 
observe that the effect of this legislation primarily 
(directly) benefits Canadian industrial Capaitaie By 
legislating that a certain percentage of goods and services 
used in frontier projects be supplied by Canadian companies, 
the state is actively working to promote the local (e.g. 
Canadian) accumulation of Capita Once again, the 
Dbrovisions “contained in Bill ¢-4e6econcerning the percentage 
Ofecdnadtan: Ggoodswand services to Deruscde ine Pontiersso| 
and gas projects demonstrates that the federal government is 
pele SSI? ferent Wella: eleenims isel> aliciesisst rene sie elie 
capital, bul RatherstosstrengthensprivalesGanadianecapntale 
ihesotherwaspects of Bille C- 4Ce nd meecer veces LOmmpcne Tn ist 
Canadian (both oil and non-oil) capital is the requirement 
of 50% Canadian ownership in any company that undertakes 


production on the ‘frontien. | in eregardsstosthis Bille 24s 


288 Barry Beale Energy and Industry Canadian Institute for 
Economic Policy Ottawa 1980 pp. 52-3. 

289 4m Andrew G. Kniewasser "Canada’s Investment Program, 
1981-2000" Foreign Investment Review Autumn 1981 p. 15. 
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states that: 
no production licence shall be granted or renewed 
unless the Minister is satisfied that the applicant 
would be a beneficial owner of the licence and... 
(b) if a corporation, the licensee would be 
Incorporated in Canada and have a Canadian ownership 
rate of not less than fifty per cent; 29° 
This requirement, particularily in combination with the PIP 
grants, directly benefits Canadian oi1 capital as they are 
given a strong incentive to invest further on the’ frontier. 
However, the government also wants the Canadian ownership 
requirement to encourage non-oil capital to invest in the 
oil and gas industry. As Lalonde has commented in regards to 
his energy policy in general, 
I hope we’ ve provided the incentive and _ the 
leadership that will ensure that’ the Canadian 
business community and the Canadian investor are 
going to want to play a much larger role in the oil 
and gas industry than they have in the past. ?29! 


lt 1S not .too surpising that j= foreign sresponse2 7] to 


Bill) €-46 has “been hostile. However beforesdetai ling this 
response I will first examine some of the changes that have 
been made to Bill C-48 since it was first introduced into 


the House of Commons in December 1980. 
Changes to Bill C-48 

On the whole the changes that have been made to Bill 
C-48 were ones to be expected and are not major changes that 
eUbstantially altenedsthes thnusteotmine salegiStation ss i hus 


thes changes tow Bill) G-46 deal t@pmimanilyewi ti techn ical 


ao Bil iGa48egopacitap. 7-8 
281 Canadian Business February 1981 p. 41 
222 the EC°’and most vocally the United States government 
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matters, such as lengthening exploration agreements (under 
exceptional circumstances) from 5 years to as much as 8 
years, extending the date for ‘pioneer’ production" 
(production for which the oil and gas rights will remain’ in 
force according to their existing terms and conditions) from 
January 1, 1976 to December 31, 1980, making it clear’ that 
the PGRT is deductible from the PIR and extending the PIR 
fhewoday” sof thate itimawill tappiyrite  faecidst=where! “the 
discovery of oil or gas is the result of a well that was 
spudded prior to December 31, 1980, and that qualifies to be 
declared a_ significant discovery prior to December 31, 
1982." 293 The only significant change is in reference to 
Petro-Canada’s "free" 25% back-in. Under intensive pressure 
from the industry and the financial press, the federal 
government has decided to reimburse the effected companies 
POG 25% ofmetheutexplonation coststiforaglandtian, which 
Petro-Canada takes a 25% working interest. However, this 
payment will not be paid in cash, but in kind (e.g. oil or 
Naitna eagasimeande twa ldamibe**paicdetoumy oF Petro-Canada’ s 
production frompthattpart iculan@acreager= =" iiowever, desoite 
these changes (including the provision requiring 
PetrosCamadawntos *pay. past explorationncosts#on acneageain 
whichamitPeconvemtshen ts. tcarriedm interests to fae Aworking 


interest )Peoilecapital’ Suresponsestoubaihl = Ce4s i bas *remained: 


299 National Resources and Public Works Committee Issue 49 


May d4ped98 petAgia4 
294 National Resources and Public Works Committee Issue 49 
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Foroatheormoste pam, hostile! lit i¢8thiseresponserthatewi I! 


now be examined. 


INDUSTRY'S RESPONSE TO BILL C-48 

Although IPAC and individual small Canadian oil and gas 
companies have reacted negatively to the new frontier land 
legislation, athis@ section wil leetocceussepr imarilyason. the 
response of the major (primarily foreign-owned) oi] 
companies, as it is these companies that have stood to lose 
the most from the legislation, and hence have generally been 
the most vocal in their opposition. However, it must’ be 
noted that, as with the response to the NEP, reaction to 
Bill C-48 was again varied, even within the large oil 
companies. Ror instance, the foreign-owned companies 
(especially those with significant amounts of acreage on the 
frontier) were quite unhappy with the legislation, while 
large Canadian-owned companies which have considerable 
frontier acreage, and qualify for maximum incentive grants 
(such as Dome Petroleum 295), were on the whole satisfied 
with Ene legislation. However , within the large 
foreign-owned =sandm controlled @eignms=9°" =the (response —was 
generally consistent. For example, there was unanimous 


295 Dome Petroleum has 9.4 million net acres in the Arctic 
Islands and 4.7 million net acres in the Beaufort Sea. 
National Resources and Public Works Committee Testimony by 
Dome Petroleum Issue 43 April 1, 1981 p. 43A:9 

296 The companies specifically examined were Gulf Canada, 
Mobil Canada, Shell Canada, Imperial 011, Texaco Canada and 
the Canadian Petroleum Association, the latter not itself an 
oil company, but the major mouthpiece for the large 
(primarily foreign-owned) oi] companies. 
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opposition tor the’ retroactive’ 25%e back-dn egranteds sto 
Petro-Canada. The President of Shell Resources Canada Ltd., 
J.M. MacLeod, stated that his company considered the 25% 
back-in to the state oil company to be “retroactive 
confiscation which we consider to be inherently unjust."297 
A number of companies testified that Petro-Canada’s 
preferential access to frontier land should only apply to 
future discoveries on new land grants. In essence, this 
amounted to an argument for the status quo as most of the 
promising acreage on the frontier had already been claimed. 
This is evident from the fact that when previous’ frontier 
regulations allowed Petro-Canada preferential access to 
acreage in August 1977, the state oil company found little 
wor thwhi le acreage amongsiteethesr iaabillion Wacreser then 
available. Indeed, much of this land had been previously 
held by private companies but had been turned back to the 
crown.228 This explains private oil capital’s willingness to 
allow Petro-Canada access to new land grants. Most of the 
promising “acreage” is "already®under JVease to these private 
companies, and hence would not be affected by such 
acquisitions by the state oil company. 

Another initial complaint with Bill C-48 relating to 
Petro-Canada was that the state oil company was given the 
25% back-in, yet was not required to pay past exploration 
expenses. Lalonde justified this by claiming that “there 


237 National Resources and Public Works Committee Issue 39 


Manche 4ea 1961 Dp. 39.25 
298 Qilweek September 5, 1977 p. 5 
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will be a 25 per cent federal cash incentive grant available 
topvall*rexplorerstetoaloffsetelthe 25 per cent Crown 
share...."288 However, as noted above, industry’s grievances 
regarding this issue have been satisfied, as the state has 
since backed off in the face of industry pressure and _ has 
agreed to finance past exploration expenses when 
Petro-Canada activates its 25% carried interest. 

The final area of contention with Bill C-48 concerns 
the increased ministerial discretion which the Bill 
contains. This is clear from a citation of just two sections 
ofsetheaBbnl i: 


The Minister, at any time after making a declaration 
of significant discovery, may order the drilling of 
a well or wells on the relevant Canada lands... to 
commence within one year after the making of the 
order or within such longer period as the Minister 
specifies in the order. 3°° 


And again, 


The Minister... may require any interest holder 
specified in the order 

(a) who, in the opinion of the Minister, has 
the capability to commence production of oi] or gas, 
to commence producing oil or gas for use in a 
Canadian domestic market and deliver the oi1 or gas 
So produced at the times “and = places and an the 
quanti ties? ispecifiredeni nesthestonder}entor ansa liemitco 
persons specitied: in the) order rd tpl ices mespecit 16a 
finethe fonder severe: | 


There are many other’ sections of the document that serve 


(potentially) substantially to increase the Energy 


pena tional Resources and Public Works Committee Issue 49 
May 14, 1981 p. 49:18 
300 Bill C-48 House of Commons First Reading December 9, 


1980 p. 25 
Som TB ID pp. 226 
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Minister’s influence over’ the oil and gas sector.3°2 This 
expansion of ministerial control is quite consistent with 
the objective of the entire NEP-- to increase federal state 
control over the vital oil and gas sector. Although private 
oil capital has strongly opposed this increased ministerial 
control, it would appear that with the federal government is 
intent upon establishing more direct control over’ the 
industry, 3°%egthnate their liprotéstse wala Iprovey onegilitite 
significance. 

As with many other elements contained in the NEP, IPAC 
has again allied itself with the large oil companies’ in 
responding to Bill C-48. For instance, it has condemned the 
25% back-in provisions for the state oil company, labelling 
this "confiscatory"?°4, and it has opposed the increased 
ministerial discretion contained in gthesba lia o> sindecd Fit 
appears that there is little contained in Bill C-48 which 
would satisfy the smaller Canadian independents, other than 
the requirement that for production to begin on_ frontier 
lands, the company involved must have 50% Canadian 
ownership, a criteria which most small Canadian companies 
would fulfill. There is at least one Canadian oi1 company 


which has generally approved of Bill C-48-- Dome Petroleum. 


302 For example, see sections 27, 32, 33, 42 and 43 of Bill 
C-48 (first reading) December 9, 1980. 

303 Expanded ministerial controlkisconiy tone faceb of this 
process; others are the expanded role for Petro-Canada, and 
the effect of the PIP grants on federal territory. 

304 Natural Resources and Public Works Committee Issue 45 
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Although Dome has expressed concern over the increased 
ministerial discretion, and the 25% back-in to the crown?°§, 
Dome has reacted quite favourably towards Bill C-48. This is 
not surprising as Dome stands to benefit considerably from 
the NEP as a whole3°7 and hence does not wish to spark any 
hostility with the federal government. 

As can be seen from the above, the foreign-owned 
industry’s response to Bill C-48 has been largely negative. 
However, it has not been overtly hostile. Instead of 
directly pressuring the federal government, the 
foreign-based companies have taken a different, more 
indirect, approach-- intensive lobbying of the J 
Congress. The next section will deal with the foreign 
responses to Bill C-48, focusing primarily on the response 


of the United States government. 


FOREIGN RESPONSE TO BILL C-48 

Although criticism of the NEP and Bill C-48 has come 
from varied sources, the most vociferous response has_ been 
from the United States. Initially, American response was 
low-key3°®, However, as industry pressure has been fully 


mobilized in months subsequent to the release of the NEP and 
306 Dome potentially stands to lose quite a bit due to this 
provision as it holds a working interest in approximately 23 
million acres of oil and gas rights on the frontier. see 
Natural Resources and Public Works Committee Issue 43 April 
jmaq OSs 

307 This is due to the near world price which Dome wil] 
receive for its frontier production, and the general 
commitment of the federal government to frontier oil. 

308 see Calgary Herald October 30, 1980 p. A3 


_— - 5 oe : 7 —v 7 wells > 
Teavo 2DANGS i2e719's 28 SOS Te 
, : : - - um a 


* 


‘ol ni-Nosd: 228 ony 4 
; * / 
2? ent) ,BA=D-Ptra answer ¥ * sien fone 


7 - 7! - ae 
2 emprasat pre rcath! tet 


3 blatiup ashanti 
man? yi encore +i jiansa ad; abet ¢ -emot és ‘gente 


, 
“na Anaqe ot tat Jon z90b: acne, tts To" slortw 8 ‘ pe 


bl - 


neinasveg fetes? sti “yiw ysenes Zod 

ewo-rgrsrot sa) ,4veria eft mgt rissa eG feo: 2a it 
avyitspen Vispis! need end 3 N= far T of sphaqess &@'ytiz — 
to Qeetanl | /sli3aort yilt tye. mead fon ear ri, "eve - 


sii ‘,jnsmissvop fetsbet. 9s Gti WReSIg “1338 nt th. 


‘of tieiaitfh s news! evel eSifisaue> pSesG- ngte 40% 
au aq? 6 6. tp orivdde! aviamginl  +*Aometges 


é . fw lssb-Obiw wneitaee> %er- oct 
os wr RO (Ashiadlonrezusol $BA+o -Tl9s oF 


Ba-3 4998 OF s2Mogeaan VOLaAO 


a 


ens asti B= .1/t@ bes dart, att 4a neat tse Cea Ral 
asad est Sénmctes” suoreTicow J fac it ,#aousge4 OB tay mor it 


saw seresazen esoraen vita in?‘ 9@7a 


a 2A : 
vlla® nsod- esi swieedic 4 yitethat (2s aaveweoH as sone are 


ors. 144 arid Yo esate. sii oF —. ethno oF D4 a dow 
7 a © = pe a 

eff) of sub, 1id «-stivup seal 'o 

2 ylistentxcsags: pe tasastatot bes 
em 39 arMaNt eA) 9D 25s oF 

be Ef are iin shad 


= eri? 
¢, 
in 


ant 


188 


Bishien€-485)) tactics. ‘suchteasenqtietaadiplomacy have been 
abandoned for those of a more overt and threatening nature. 

U.S. criticism is based on the premise that Bill C-48 
violates 1976 OECD guidelines which were intended to prevent 
foreign investment discrimination, as we | | as trade 
obligations required by Canada’s signing of the General 
poreementmonplari ffs ands Trades(GAM) =. Mnpopar ticulargepehe 
offending sections of Bill C-48 deal with the provisions 
that require all companies to procure a certain percentage 
of their goods and services from Canadian companies,?2°% and 
the requirement that 50% of the oil and gas industry be 
Canadian owned by 1990.31° 

As mentioned above, the initial American response was 
low-kKey, this being most likely due to the fact that the 
Reagan administration had not yet assumed office. Initial 
reaction came when a group of eight U.S. officials, 
including representatives of the State and Energy 
Departments, raised the issue of Canadianization during a 
meeting with Energy, Mines and Resources officials in Ottawa 
in November 1980.311 However, little was to result, at least 
publicly, from this meeting. Since this initial reaction to 
the NEP, industry lobbying has gained increasingly greater 
acceptance within the United. States Congress and the State 


Department. The executive Vice-President of Cities Service 


308 The acceptable amount will be determined and approved by 
the federal government. 

310 Globe and Mail November 8, 1980 

311 Globe and Mail November 8, 1980 
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Company, Philip Wood, has spoken against the NEP (and Bill 
C-48) saying that it has created a situation in which, 
“certain opportunistic Canadian companies-- aided and 
abetted by Canadian banks-- can fearlessly conduct raids on 
U.S. companies."312 Appearing before a Congressional Energy 
and Commerce sub-committee, Wood requested that Congress 
enact emergency legislation to temporarily suspend 
acquisitions of American energy companies by Canadians. 313 
The U.S. government has responded to industry pressure. One 
State Department official has stated in reference to the NEP 
andes TiaeeG- 459 tha te 

What we have in the case of the latest round of 

Canadian measures on energy is a very large and 

massive retreat from the principles of national 

treatment, ?*'4 
He warned of possible U.S. retaliatory action, saying that 
there were, 

many examples of significant Canadian investments in 

the U.S. which could be taxed, regulated or legally 

constrained, one way or another.3'15 
eS Commerce Secretary, Malcolm Baldrige, has also 
criticized Canada’ s foreign investment policies, 
specifically labelling the NEP and Baia C-48 
"discriminatory". Furthermore, he has stated that "they (the 
NEP and Bill C-48) are inconsistent with an enlightened 
international investment policy and international 
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obligations."3'® Baldrige has hinted that the U.S. may take 
legal action by seeking damages under the GATT.317 Further 
U.S. reaction came in March 1981 when the U.S. Trade 
representative to Canada informed Industry, Trade and 
Commerce Minister Herb Gray that the U.S. intended to ask 
for “formal consultations" with Canada under the GATT in 
consideration of Bill C-48’s provisions for preference to 
Canadian suppliers of goods and services in energy projects 
on federal lands. 

Besides these vocal threats emanating from UFSt 
government officials, more concrete action has been taken in 
Congress where a number of pieces of legislation (designed, 
for the mos tS tpartser tot -discriminaterr against SCdnadian 
investment in the U.S.) have been proposed. Amongst these is 
a bill to deny Canadian companies access to oi] and gas 
leases on U.S. federally controlled lands, and a bill which 
would establish stricter margin requirements for Canadian 
companies (financed by large Canadian banks) taking over 
American companies, thereby limiting the ability of Canadian 
companies to takeover U.S. firms. Finally, there have been 
threats of legislation which would impose a moratorium on 
takeovers of U.S. companies by foreigners.?'8 

Canadavsl reaction) tot thiseorowindm mostm i tye trom? the 
U.S. Congress has been low-key and to continue to conduct 
private discussions with U.S. officials concerned over the 
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energy policy. As well, there has been a determination not 
to back down in the face of growing threats of retaliation. 
This position has been taken by both Lalonde and Prime 
Minister Trudeau. The latter, while meeting with President 
Reagan in November 1981 at Grand Rapids Michigan made it 
clear to the U.S. President that Canada would not alter its 
latest energy program. As Trudeau related his discussion 
with the U.S. President about Canadian energy policy to the 
press,rheestated*that; ‘in thatefield'’l toldchim’ rtheren was 
no question of our backing down."3'18 In defence of the NEP 
the federal government claims that although Canada did agree 
to the QECD principle of non-discrimination against foreign 
investment, certain reservations to this principle were made 
because of the existence of FIRA. These stated exceptions, 
the government claims, make the NEP consistent with Canada’s 
obligations LoROECD tomineiples sce 
Is Canadian energy policy out of line with other energy 
producers in the capitalist world? A brief examination of 
other western energy producers indicates that they’ too 
discriminate between foreign and domestic investment. R. 
Donald Pollock, Chairman of the Industrial Policies 
Committee of the Science Council of Canada, writes that, 
A 1977 OECD (Organization of Economic and Cultural 
Development) survey found 17 of the 24 responding 
countries had legislation which treated 


foreign-owned firms differently from domestically 
owned firms. The survey also found a long list of 
319 Globe and Mail September 26, 1981 p. 13 
320 Globe and Mail February 26, 1981 p. B2 and Globe and 
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U.S. federal and state policies in which foreign 
firms did not receive the same treatment as U.S. 
firms. 321 
In particular, the U.S. discriminates against foreign 
investment in the fields of atomic energy, domestic air 
transport, acquisition and exploration of federal mineral 
lands, hydro-electric power and shipping.322 Indeed, in 
reference to these discriminatory laws, the Canadian 
Ambassador to the U.S., Peter Towe, has noted that, 
In maritime transport, carriers with sizeable 
foreign investment are not eligible for construction 
and operating differential subsidies. The Jones Act 
confines the transport of merchandise in U.S. waters 
vogue So bun teand U.S. owned? ships: 
Nationality restrictions are also applied to 
U.S. flag carriers involved in foreign maritime 
trade, to foreign banks and to the broadcasting 
industry. And a great deal of state legislation 
differentiates between foreign and national 
Corporations; 44 
As" for; other  -o7 |) producers, Sin) Sritainethesiritish 
National 011 Company (BNOC) has the right to 51% of oil 
DEOOuUG ts On aml hmmNORWadY .m ers Ud CO ilmmelnicly, claim UpsettOse dl, O0A 
interest in any lease it does not already hold, without 
paying past exploration expenditures. Finally, Australia 
aasoehas  MattonalistspolicieSe | | NeettSeachergymssecc cor ss. or 
example, it requires that a minimum 25% of equity investment 
in any energy producing property be Australian owned = and 


that the foreign companies involved be publicly committed to 


321 R,. Donald Pollock "Why the U.S. is putting the squeeze 
on Canada" Globe and Mail October 23, 1981 p. 7. 


A222 1BIDtpad/ 
323 Globe and Mail October 14, 1981 p. B2. 
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increasing the Austrialian share to 51%. 324 When one 
examines this evidence, along with the fact that the 
existence of "free trade" has long been a myth?25, one can 
Omtyamconelude “thats the UlSs) sresnensesto Canada smilatesit 
energy policy in no way can be construed as a defence of the 
lofty principle of “free trade", but rather as an°effort to 
simply protect American-owned firms with investments in 
Canada. 

Although the major objections to Bill C-48 have been 
raised by the United States, opposition to the legislation 
has also come from two other governing bodies-- the EC and 
the OECD. In May 1981 the EC sent an official communique to 
the Canadian government objecting that the NEP proposals’ to 
increase Canadian ownership and control of the petroleum 
sector were discriminatory against foreign vestments and 
as such were inconsistent with Canada’s cooperation 
agreement with the EC and with the 1976 OECD guidelines 
(agreed to by Canada) on the treatment of foreign 
investment.225 The OECD also claims that the NEP and Bill 
C-48 contravenes these guidelines on foreign investment. 
However, there is evidence that pressure from the U.S. has 
resulted 6in this@0BCDeposition;® asmptne WtS. —imade stormat 
complaints’) about ’*the NEP at the March 1981 meeting of the 


HEN WroalWete@en eat fel, fh 

325 Briefly, one need only note President Nixon’s 1971 
unilateral imposition of a 10% across-the-board surcharge on 
all goods entering the U.S., and the proliferation of 
non-tariff barriers to trade (such as quotas, health and 
safety standards etc.) in recent years. 

26 Globecand Markl Mayes 196 po teba 
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OECD's Codes Committee on International Investment and 


Multinational Enterprises (CIME).327 


CONCLUSION 

As in Chapter 4, the objective of this chapter has 
primarily been to demonstrate that the new frontier oi] and 
gas legislation (Bill C-48) serves to reinforce the federal 
government's objective, as revealed in the October 1980 
energy sdocument tmtogaideprivates tcapital 54 Of4ycourses4387i 11 
C-48, with its Canadian procurement regulations does little 
to, enhance the interests of oil capital. Indeed; one -might 
argue that Bill C-48 even works against the interests of 
some fractions of oil] capital (notably foreign-owned oil 
capital) due to the provisions it provides for Petro-Canada, 
its requirement that for production to begin on the frontier 
the participating companies must be at least 50% Canadian 
owned and controlled, the increased ministerial discretion 
and the more. stringent work requirements. Rather, the 
benefits it provides. are intended sto accrue to non-oil 
Canadian capital such as the industrial and manufacturing 
sectors. This again demonstrates both the non-monolithic 
natures ,Ofmeprivate capitalyyingeCanada andyaatheayrelasive 


autonomy of the state. 


327 Financial Post June 6,°1981 ps 20 


a 


; cP aa! f - 8 4 gebod 
saaveat penot ten I iii Farag. Z ” } 

ee a 3 fi>) es = fnqrein’ & ar ae ip } hd uy : 
_ - 


! yy 
u Fe " iS ‘ 


~) - woreusoME? 
= ; mae : 

3eri sefqero .2trit to. sviggs atio. art! /* neste ne: sian 

ote bio 98hiner? wen ell teri stantanowd ot meeach yl f-tan aq 


faasbe? <saAlf ssnotriran of zevisek )86-2 ripe noi tel siget asl 5 


edoio0 sf! af ‘bsisaveo «a8 “‘sviisepedb a trennas og 


- 


3 


[778  >Satw0oo 90 .Tertqad sisevete 6Pgoc? ,cremuaeb ypiens 


ene wicond mapbersl abi attw 8 1-2 


4 
ap 
+ 
iu 
b 
S] 
2 
|e 
bed 
onde 
oF 
= 
ie) 
ss 
wa 


Trin rri Sarno P beerenist i j e] ; ins : ‘cy +o 2tace fay cyt? sonsnine. on 


benwa-rpte107% yitisfon) ieirqap. Tro to anc? los7? moa 
sbenéo-o1ts). 7OT esbivoia 14. 2ndleiveig st oF ap ‘teste 7 - 
19f'tri07? sit no nigsa GY HeMabond dot) led? foepantupesta ia 

nde 
62 $22 t2asiete ad. teum (2efapiaed -pniteghorined or 
noiianod?b fapraateinin oceacenaht ani ={\c.inoe Ons bard: 
ati. , tenis eicaeme rups’  Agow sre: ing a am: ott bs! 


fto=nem oF suncdoR oF H4onstrit rr s5DT vot. ft iris ned 


soiulceturan boa (sta) sua ari 26. fous (ghigqtie os 


+3 + 
~ . e . ie : - 7 : 
$vitsisa*s att ong pBberst SB suisn 


siadtionem-oon ent tied : Nrsye araT «2% ose 


= a JE 


V. Conclusion 

It has been the objective of this thesis to examine’ the 
latest energy policy released by the federal government and 
to explain: 1) why the policy was developed; 2) who are the 
major beneficiaries and losers under the program; and 3) why 
did so much controversy accompany the NEP’s release and 
every phase of its implementation. The latter question 
requires an understanding of state action, and ultimately an 
explanation of the state’s relationship to private capital. 

It has been concluded that the formation of the NEP 
demonstrates a state working fundamentally in the interests 
of private capital (albeit at times in the long-run). Of 
course, the federal state itself also stands to benefit 
Significantly from the latest energy policy, and this proves 
that there is some degree of autonomy in state action. It 
does not always work exclusively in the interests of private 
capital. This assertion is further supported by the fact 
that certain fractions of capital clearly suffered from a 
number of the policies found in the NEP 

An historical approach to this thesis has been adopted 
because it allows one to place the NEP in a context, and to 
identify the areas of continuity and change with past 
policy. Thus one can observe the governments” first active 
recognition of the need to reduce foreign ownership in oil 
amdmegas tintethed i976@lenergy® document, Fand@ thes io 765i 
frontier land regulations. One can also observe the 


beginning of direct state intervention in the oil and gas 


135 


bins pectin th —— aa 
ort os ortw (S ybsoolsveb- sou (orig oi! ew (bh 
vitw (Chee inangota oft 7binw exde@tbns 2otnatat tensed’ 
= snedtey a" ott YRiiqnbane “ye revostnen” Asti 
dotfegup 1siiel siz not teteseineFegt 2? 
ns viSteett tuts .qohtde state Vo gnitnete whew ne pene, 
fbatiqad si8viag of aqidenatisls- s‘atetsoant te nottenstQre ; 
93H sft Yo noplsact anit Ted? hetighanos ceed aac °° @ AG 
2iesietAnt sai ot ul ietnemepnut pel Maw sSiats s sereverome 
72 .(nua-oncty ~aci} om} eamifd Te Predie) lettres ataviagte 
{i#ened’ st eprsy2 ozls tHhsetr siste VTasebet rit .920o: 
asvo1g 2frt bas .yotfeq Nptsns tgeie? srt waa eiinao tt tngte ; 
tl .noftios ofnte atcwisGGiGe 30 adipéh ea? af ever tent 
asevitw; to 2tes sefht) sat ay yatta Sohket une eyewlsS Jon ses 7 
fost ori) yd bedebuqte Jediat? 1 d6hiwwecs stdT .feriqad] 
ge mot? bsssitue viesello: | stteea Fo 4riottse%? Ateingo Tard 4 
93M sii APonudt aetsrtoquedd to abe | 
bsigebs ‘need’ ech efasrit ait? ot nigsorges heerrateit na 
oF bre JTasIneo & ni 48W sdf sSeTe Of eno ewsl ta FF saussed 
teeq) Aliw epneia one yituniinds 3o ane16 att TE TORD ES 
svitas teu? ‘elnemnisvop sri avigsiio nso sno aunt - wyptToq 
tio nl gidetensa mgisiot eobeniGh been sii to not tingeaey 
reer sat i _Inemucob verere ate} ont mt asp Ce 
oid gels me> 90 -enotislupes beef site 
abo ons tata at fost te gat 


a ae ae 


_ 


- 


196 


sector with the formation of Petro-Canada in 1976. These 
earlier developments indicate that many of the policies 
contained in the NEP (specifically, Canadianization, the 
expansion of the state oil company, and the extension of 
federal control over frontier oil and gas development ) 
maintain a considerable amount of continuity with past 
policy. 

Although the NEP ultimately is an attempt to serve the 
interests of private capital (and the federal state), a 
monocausa | explanation cannot be used to explain. the 
formation of the NEP. Thus the analysis which portrays’ the 
state as simply the ‘executive committee of the bourgeoisie" 
has been rejected. Numerous factors domestic and 
international, political and economic, all influenced the 
design of the new energy policy. Of these, five major 
factors have been identified. 1) The continued existence of 
foreign dominationeet, the onl @andtgds sector I teihad Sybeen 
the federal government's objective to reduce the level of 
foreign ownership since 1973 and with the world price of oi] 
doubling in 1978-79, it was realized that Canadianization 
must occur very soon or the foreign-owned companies would be 
forever priced out of the reach of Canadian firms. 2) The 
fiscal crisis developing at the federal level of government, 
particularly after 1978-79 when oi1 import compensation 
payments increased greatly due to the large oil price 
increases on the international market. It was imperative 


that this source of fiscal drain be reduced immediately. 
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Hence, the NEP provides for the gradual transfer of bearing 
the cost of imported oil from’ the general revenue fund 
directly to the consumer. This was done by the imposition of 
the Petroleum Compensation Charge. In addition to the PCC, 
other taxes (PGRT, NGGLT, and IORT) were also introduced in 
an attempt to alleviate the growing fiscal crisis. 3) The 
federal government also identified the oil and gas sector as 
the leading sector of economic: growth in the 1980s. In 
October, 1980, both Cold Lake and Alsands were still viable, 
the Beaufort Sea was showing promising signs of containing 
large quantities of oil, and Hibernia had recently been 
drilled with positive results. The development of all of 
these projects would not only bring to Canada the increased 
probability of oil self-sufficiency, but also a tremendous 
stimulus to economic growth. Estimated capital expenditures 
for just Alsands and Cold Lake ran over $20 billion ($ 
1980). The government was determined that the majority of 
the financial benefits of projects such as these remain 
within Canada. Hence, Bill C-48, with its stipulations ~ that 
a significant number of the spinoffs from these ventures (on 
the frontier) be captured by Canadian business, was designed 
as an integral component of the NEP. 4) Another important 
factor influencing the design of the NEP was the existence 
of bitter federal-provincial animosity over the control and 
development of oi] and gas resources. There is no doubt that 
Ottawa was becoming increasingly concerned over Alberta’s 


burgeoning Heritage Fund and the implications this could 
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have for federal control of the economy. If Canadian oil and 
gas prices were allowed to be deregulated, Alberta’s wealth 
and influence would expand even more. Thus, it has been 
argued that the NEP was designed, in part, to offset the 
growth of Alberta's petroleum revenue and increase’ federal 
controlis inetthel toile andaigas, sectoocumh! onsuppor thofathis 
argument it has been shown that the NEP provided for an 
expansion of the state oil company, and instituted the PIP 
grants which were designed to Jure investment away from 
conventional regions (found primarily in Alberta) to the 
frontier. 5) The final, and probably the least significant, 
factor which has been identified as explaining the NEP was 
the role of electoral politics. The idea of a creating a 
new, nationalist energy policy was initiated during the 1980 
election campaign and there is no doubt that, at least in 
part, this was done to capture electoral support. However, 
to cynically argue that this was the major purpose of the 
NEP, ignores’ the influence of more compelling factors such 
ase thesrinf lUence Ofefiseal criisis,tithe desiresto use the oid 
and gas sector as the stimulus’ to economic growth, the 
importance of federal-provincial conflict, and the desire to 
reduce foreign domination of the oil and gas sector. All of 
these factors carry more weight in explaining the NEP than 
does the argument which explains the NEP primarily as the 
reflection of electoral considerations. 

Although these five factors have been identified as 


explaining the NEP, how can one more fundamentally 
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conceptualize state action in this instance? This brings us 
back to the fundamental question posed at the beginning of 
the thesis. In which interests does the state ultimately 
work? It has been argued that one cannot simply maintain 
that the state always and necessarily acts in the immediate 
interests of private capital. Although there is no doubt 
that the state does ultimately act in the interests of 
capital, there is also some necessary autonomy to its 
actions. Capital is not an homogenous, monolithic’ entity 
with identical interests. Rather, igi as satractured 
disunified and its varying fractions are often in distinct 
opposition to each other. Furthermore, it is not always 
possible for capital toreidentityarwhat ras. “intr i.cterapest 
long-term interests. It is obvious’ that the NEP did not 
satisiy af number tiof. feactions ~of capptals-orsmall term 
capitahge foreigne® ojlmecaptitalz? dsmrwellweasm the Alberta 
government, the U.S. government and the federal opposition. 
Why was the NEP opposed so stridently by these interests? It 
was argued that the fact that the NEP was opposed so 
strenuously by business and governments cannot be explained 
solely through the argument that the bourgeoisie cannot 
recognize’ «whateispiniitsrbest interestsseCleartly), ‘diftterent 
fractions, of «capital; as well®as' therconsumenm cand *the ‘statey 
benefit in varying degrees from the NEP. On the whole, this 
fact demonstrates that some degree of state autonomy does 
exist. In supporting this argument it was shown that, with 


the original NEP, consumers were temporary winners as_ the 


au apni ad Bit feonessoih 36 aaa ca 
+2 pniteninped: set fe oeeoq calle op t SSiremsurut edt of 


int aime ate ert 
& raed’) aaeeal aoe ow 


yiateatiia ‘eatsie ont zseb mo 
atsintem vignie Gonns> an — haue 
tins eyswit eisiz ont: terit 


idueb on at. ant! rouorie re fediqne aisviyg to stennin z 


sisthammt soar nt 2756 vi nsaaen o8n 


gizegisint- sti it fos Yisieeitiv <¢aob slate eid terit 
ati oF Vinonotus yreeesosh omeg.-oals af axa ia 


> t 7 on 
siine Sri} froncm aucneoamat ib “er a? (sr hqa -enotis . 


re 


defni 6 few P triebi a wi 


ewt5s77 ef +7 TSHIGA ats 


(Snttzib- oni nedio. ere enqrisssh griwrmey ett bre be 


1 
sybwils tao i ,s4onrrsdruw asr26° tose of nofriteog 
ee 

taad srt. nt 2 tedw WPtineb?h 62 Tebig@ea 107 ei dia20q 


7 
isla hes j-V sri} jeri Stn Pwo SY "J ,ate wini aniet-pne i 


his ifeme. --Leitgeo Fo) Snatiosty ter wanes a 82 
épyediA ett? es i¢5w en --Ceitiec fem nprasot Uterte 
achiteoaoo istsbet sai ons. tnetntievop .2.? ent lehiieaial ad 


i! Satas4éeini? sestit we vi tAsbpadeloe; Gaenuns 97 ent - yaw 


ce bhesatito caw 47-907 ~ tee “gont oi? tert bau 8 264 
mami at a st lontlso einameaesysp is Ban zu ve le 1 ae 
J 7 iy ad a 7 


jotmea srafospqued sct isdf  teemupts srt? spuotwi? yt Tek 

trevsitibe yioestd .stes iin tasd'27i nt 3? teehee 

,Sfate ‘of Dns saitwenoo ant 2s lta aw 2 acid istrago. te 
on 

eray -Sfortw st Ab .924 oritimei? ese if granary thes 

a 


a 


_ 


es0b yuordduse sistc to seapehoame 


200 


domestic price of oil was to rise at a rate below the rate 
of inflation. However, with the September 1981 pricing 
agreement, this no longer held. In fact, at least in the 
short-run, the consumer is the definite loser from the 
-September pricing agreement. Small and medium sized oil 
capital, both foreign- and Canadian-owned, have also been 
significant losers from the NEP. This is due primarily to 
the higher levels of taxation. In particular, the smaller 
companies are hit expecially hard by the PGRT. This is a tax 
levied only on production revenue and as such hits the small 
non-integrated companies much harder’ than the large, 
integrated firms. The smaller’ firms are also hurt by the 
NGGLT, and the IORT (as are the major firms). Furthermore, 
the small companies, due to their relatively small cash-flow 
sad eek of expertise, are not in a position to take 
advantage of the generous PIP grants’ which are heavily 
weighted towards frontier exploration. However, there is one 
element of the NEP which does benefit the smaller firms. 
Tis-is the pricing of new°oi leat) theewor ld price..0f-course 
all companies, large or small, foreign- or Canadian-owned, 
benefit from this. 

Another major interest which loses’ from the NEP is 
foreign-owned oi1 capital, firms such as Texaco, Mobil, and 
Imperial Oil. This is due primarily to the phasing out of 
depletion allowance, and its replacement with a system of 
cash grants, the level of which is determined by a company’ s 


level of Canadian ownership and control. The other major 
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element of the NEP which works against the foreign-owned 
firms is the requirement that the oil and gas industry be at 
least 50% Canadian-owned and controlled by 1990, and _ that 
for production to begin on the frontier, a company must 
attain a COR level of 50%. Such measures will have = an 
enormous effect on Ilarge frontier lease holders such as 
Esso. 

In reference to the interests which benefit from the 
NEP, the major winners are large Canadian oil capital, 
central Canadian industrial capital, and the _ federal 
government. Of large Canadian oil companies, it has’ been 
observed that the major beneficiary of the NEP is Dome 
Petroleum. Most of Dome’s operations are geared towards’ the 
frontier, and as such Dome is in the best position to take 
advantage of the PIP grants. Another major Canadian oi1 and 
gas company which benefits considerably from the NEP is 
Nova. This is primarily due to Nova’s natural gas_ and 
natural gas pipeline interests, as the NEP continues the 
government’s policy to encourage business and consumers’ to 
switch from oil to natural gas (and to a lesser extent other 
alternative fuels). In actively promoting this, the federal 
government has set the domestic price of natural gas well 
below that of oil and has taken measures to extend the 
natural gas pipeline from Montreal to the Maritimes. 

Central Canadian industrial capital is another interest 
which stands to gain (potentially) from the NEP. It is 
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industrial capital to enter the oil and gas sector. Indeed, 
industrial capital is intended to be a major private actor 
in the Canadianization of the oil and gas sector. Although 
no major industrial company has yet directly entered into 
the active takeover game, a number of firms have’ indicated 
that it is their intention to enter the oil and gas sector. 
And despite the current federal policy of high interest 
rates and the general depressed condition of the economy 
which has seriously dampened most companies enthusiasm for 
takeovers, in the medium-to-longer term, industrial capital 
can be expected to venture into the oil and gas sector. 

The final interest to initially gain significantly from 
the NEP, at least in the short-term, -is the federal 
government. This is due to a number of factors: 1) the 
significant price increases (combined with higher’ taxes) 
contained both in the September 1981 pricing agreements and 
in the original NEP.328 The federal government, at the time 
of the September/81 agreement, anticipated that they would 
receive $54.3 billion in revenue over the five year life of 
the agreement, and it was expected that this would help 
considerably in reducing the burgeoning federal deficit; 2) 
The increased ministerial control granted to the minister of 


Energy, Mines and Resources; and 3) The expanded power of 


328 Qf course it is the federal government who is currently 
suffering the loss of anticipated revenues most sever ly, due 
to the recent decline in world oil prices. The September/81 
pricing agreements were premised upon the assumption that 
world oi] prices would continue rising for an almost 
unlimited time, at a real rate of 2%/year until 1986. 
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the federal] government intethe goxllaand tgasyufsecton: 
panticulanlyton theyafrontiertailThise istndue beth tot vthe 
increased power of the energy minister and to the expansion 
of Petro-Canada. 

Due to the fact that a number of different interests 
benefit in varying degrees from the NEP, it is not possible 
to argue that the state works directly and solely in the 
interests of private capital. As has been argued in this 
thesis, the fact that such a controversy arose over the NEP, 
along with the more concrete evidence of reductions in 
exploration budgets immediately after the NEP was 
introduced, strongly suggests that certain fractions of 
capital were far from pleased with the NEP. Hence, it has 
been argued that there is some autonomy to state action, 
although the exact amount is of course impossible to 
determine. 

However, this is not to suggest that it is the state’s 
intention to work against private capital. Indeed, the very 
opposite has been argued. The NEP is intended primarily to 
benefit private capital. This is evident in the generous PIP 
Ghantse and = iheethe: cont Inled si ocusPOoLeretro-Ganadamoneine 
frontier. The state has never intended to fundamentally 
alten the capitalist relations» oT= productions LUihas never 
been intended to use Petro-Canada to squeeze out private 
capital, but rather to complement it. Thus, under the NEP 
most of the state oil company’s exploration budget will 


continue to be spent on the frontier. The objective is to 
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ensure that oil will continue to be available in sufficient 
quantities to private capital SO that the private 


accumulation of capital can continue unhindered. 
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